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currently being operatedty a court-appointed trustee

under protection of 'bankruptcy laws.
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• place economic realities ̂ nd reactionary union leadership, which
, _. ,_ r __., r_.. : r ... ...'for years plagued 'the carrier, forced the filing of a petition to

Perhaps most importantly, the continuing (dedication of reorganize".the. company. This followed a strike by machinists,
Continental's 33,000 emplpyeesjo service has/resulted in dramatic ;••' pilots and f%ht attendants. In less thania year's time, the company -
improvements^in operating-perfbrman ',.'
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: mibbbal'iirport .any the;^rit^V$r^^
jnajor, ŝ e|u^ * ^Apprpxin^^: tw^ ĵ e's 3,000 ̂ empipyees''- •.

^^^th-th^^a? ,wcll as: thpse .. ̂
s of: the Jpartneirshipliltaff^ Their '

to .continue .capita

oping the Caribbean and Central American portions of its: route^^^'. mimagementiS;(xui]^tted to these goats arid to dealing with the
system. Continental recently .announced service to the 67th city unique-challenges that face us. We maintain our confidence,
from its growing Houston hub, making it the largest Central .Thank you for your continuing support.

•American—US. carrier. •
In mid-1989, Continental was awarded the'much sought after

Seattle-Tokyo route. This service is being augmented by- new
flights between Houston and Tokyo, via Honolulu, and flights
from Guam to Sendai and Sapporojapan. Continental is pursuing ^»
still further growth in the Pacific Rim, including flights from >•/
Seatde/Tacoma to Nagoyajapan, and other cities in the Far East. IT*"

Continental has made great progress in positioning itself as a 1
-truly global carrier. . . . Frank Lorenzo

Our progress on all these projects ultimately depends upon the . Chairman of the Board
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Texas Air Corporation (Texas Air") is a holding company that
owns all of the common stock of Continental Airlines, Inc.
("Continental"), Eastern Air Lines, Inc. ("Eastern") and System
One Holdings, Inc. ("System One"), as well as certain airline-
related assets and aircraft which are leased to subsidiaries, cash
and marketable securities. Continental and Eastern were, in 1989,
the fifth and .ninth -largest airlines in the United States, respec-
tively (measured in terms-of revenue passenger miles). System
One .provides computer reservations systems and other products
to the airlme and tovd.relat^ services ^
Eastern and System One are operated as independent companies.

••••; On March 9,19894
;Eastemiu^^

nization unde^Qiapter^^
"Code") and currently is .operating as a debtor-in-possession
under the Code. -See Item 1. "Business. Eastern-Chapter 11
Reorganization of Eastern." .«»••: •.-..•'..-• .:" ':'•'

In February 1990, Texas Auy System One^and Electronk Data
Systems Corporation ,(*<ED5!3;entered into .a prelin^ agree:
merit providing for the acquisition by EDS of substantially all of
the assets of System One and-the foanafiph^by System One and
EDS of an equaUy owned -paitnership to noperate and .market

. Background and Ownership. In September 1983, the predecessor
cpipontions to Continental temporarily .suspended .domestic
operations andiiled voluntary petitions for reorganization under

. Chapter, .ll/of the Code in the United States Bankruptcy Court
fortbe Southern District of Texas (the "Continental Bankruptcy
Court"). Continental's Flan of Reorganization (the "Continental
Flan") became effective on September 2, 1986, at which point the
predecessor corporations were consolidated.

On February 6, 1987, Texas Air acquired the outstanding
publicly held shares of common stock of Continental by merger
(the "Continental Merger"). A prior holder of Continental
securities is contesting the terms of the Continental Merger.
See Item 3. "Legal Proceedings. Litigation Contesting the
Continental Merger." .. . .

.Route. Continental provides service to its domestic markets
principally through a system of hub airports at Houston Inter-

-continental, JSJewark, Denver and Cleveland. The hub system
between a. large

number of destinations with substantially more frequent service
"than if eaichvioute were served directly. This allows substantially
more effective use of aircraft resources by enabling Continental to
add service *m new destination from, a large number of cities

= using x>nly one 7or- a Jimitedrnmnber of aircraft. In addition ,to
accommodating bUn^i^t traffic;flows, the use of .multiple hubs

Cpnt*ngnyp^y cHlity-tp rcaroo|n«n<y1?ty passengers when
tmyel *hrough^a,p city .is .restricted by weather or' "

, incorporated in 1980. ;.
.Its .principal place /.of busmessJs 333 Qay Street,: Suite 4046,
.Houston, Texas 77002; telephone number (713) 5̂8:9588. : . t ;...,.

• '

.Continental, togedier/with its

:;iContinental's jet. service at :each . of its hu cities is comple:
mented by ,and.coordinated with.the operations of its commuter
airline subsidiaries. The commuter subsidiaries operate turbo-prop

-::;>..: name .̂ Continental Express," , .
a n > ^ been the dominant carrier at

largest aircamtfinlSKB9, measured in terms of revenue passenger • Houston Intercontinental, where it has consistently expanded
niiles. Mfofl)ecenlt^ result of .the acquisir
ariesopeia^^je^aiid^^ 1986, -Continental became
143 cities througbout the : United States and ̂  international ^^ Newark International Airport and, in
destinations. •;.-:. •,•...-•.•;•• -^..- . ;,-s;-^-ri.-../^.-, u/v-^v . - ./•. May 1988, Continental opened Terminal Cat Newark. Continental

Continental .experienced significant growAiin^vrecent; years, has substantially increased its operations at Terminal C, with the
primarily through itsacquisition of a substantialiiumber of aircraft result that Continental currently has more domestic flights to or
and of People Express Airlines, Incr(3People Express"), New ' from the New York Gty area than any other carrier. Continental
York Airlines, Inc. .("New York Air"), Frontier Holdings, Inc. began developing its Cleveland hub in 1987 and currently is one
(together with its subsidiary Frontier Airlines, -Inc., "Frontier") of the dominant carriers at the airport. Continental also is one of
and commuter airline subsidiaries Rocky Mountain Airways, Inc. the dominant carriers at Denver's Stapleton International Airport
("Rocky Mountain"), Britt Airways, Inc. ("Britt"), and Bar Harbor Continental's international operations include the Pacific, where
Airways, Incorporated ("Bar Harbor") (which is owned jointly
by Continental and Eastern). Substantial funds were and continue
to be expended to integrate the acquired operations and diver-
gent fleet types and to provide a consistent and high level of
service. During the same period, Continental developed two new
hubs, Newark and Cleveland, shifted resources to maximize flying
on its most successful routes and significantly expanded its inter-
national route system.

On July -11, 1989, the corporate predecessor to Continental

it serves destinations such as Australia, New Zealand, Japan,
Guam and Micronesia through gateways in Los Angeles, San
Francisco, Seattle and Honolulu. Continental also provides service
to, among other destinations, England, France, Central America
and Mexico from one or more of its hub cities. During 1989,
Continental commenced nonstop service to Japan from Seattle
and expanded its Caribbean service from Newark. Continental
was recently selected to receive authority to fly from Houston to
Tokyo via Honolulu and intends to commence this service later

merged with its wholly-owned subsidiary People Express and the this year, subject to final Department of Transportation ("DOT")
surviving entity in the merger was renamed Continental Airlines, and other governmental regulatory approvals.
Inc. All references herein to Continental include, where appli-
cable, the corporate predecessors to Continental.



Certain service, primarily between Hawaii, Micronesia and
Guam, and from these:pbints onto other bdutions in the Pacific, . Eastern is one of the nation's original four trunk carriers and was,
mdudmg Japan ^ j in 1969, the ninth largest aidine4ri*&e United States,Tneajniredin
Continental'sjoint ̂ venture ragreement^with^Air-Mcronesia. terms of revenue passenger miles. Texas Air acquired the
Continental manages the operations ahd:teoaves at-least 99% of outstanding common stock of Eastern by merger (the "Eastern
the revenues from such service. AirMicronesh receives up to 1% Merger")on November25,1986. -^••'""•'"-• ••• •*.*•• '
of the revenues provided by such operations. Chapter 11 ̂ organization of'Eastern. On March 9, 1989, Eastern

Employees. As of December 31,1989, Continental had approxi- and its wholly owned subsidiary, Ionosphere Qubs, Inc., filed
inately 31,400 employees, approximately 83% of whom are voluntary petitions in the United States Bankruptcy Court for the
nonunion. Continental's flight attendants are represented by the Southern District of New York (the "Eastern Bankruptcy Court")
Union of Flight Attendants (the "UFA"), and Continental's seeking to reorganize under Chapter 11 of the Code. The filing
dispatchers, who number 'less than qOO^mployees, are repre^ .for protection under the Code was necessary due to Eastern's
serited by the Transport Workers >Ui^ inability to continue substantial operations as a result of the refusal
September 1983, Continental has not :had k^nt^ »with the., by most of Eastern's pilots, represented by ALPA,~to report to
UFA.;'Continental has-beenI •ba^uiii^^D^^^UFA^ver "' work-since-thecommencement on March ,4,-1989 of a strike

, a new contract but no ̂  against Eastern by employees <>f Eastern represented by the IAM.
jarii^^, 1989, (̂  part of

-: rules to provide a payincreaseand^ 1989 and
In early 1968, the International Association of Maduiiists and it expects Jto sell substantial adcUtiorial assets in 1990 and to

Aerospace Workers (the '"lAM"), which rtpresetits^asteni's * emeige from Chapter 11 asasinallerUSi^uiuiewith one primary
machinists, the .TWU, which Tepresents Eastern's %htiattef^ hub in Atlanta See"- Asset Disositionsr'^^ - .v.
dants, 'and the Airline filots Assbciation^^IPA^^hidti - ^
represents Eastern's jpilc^ req|uested;th^ 'Code. As* debtor-in-possession,'Easterri is authorized temperate

^y declare t^ its business, but may not engage^ trarisactibns ̂ outside of the
course of businesi^wimout^arjprbvAl/^after^notice and

'bargaining .agents for.
Eastern

_ -

,No decision bas been issued by
••• .. - . _ . _ • _• _ . • • •'

Eastern •Bankruptcy Court
^refared Stockholders G>inmittee"Xliave been reviewing

and m^kmg recommendations to me Eastern Bankruptcy Court
relating to Eastern's Chapter .11 filmg.̂ t^;uiu6n ̂  business transactions that'are out of

em

cbargaii^
the'NMB could declare Aem the unibnttpreseri

^>$3^bimonpTpfe^ti6n3^

b^K^n^eb^^^other daims have been submitted tiiat^are seiveral tim
than Eastern's estimates and may require significant litigation

...

continue to seek^to be certified -as bargaining representatives fcr' to ^resolve. :See Item "3... <^Legal Proceedings, litigation Relating
certain of its employee groups: •••• .'̂ 'r-^-- '̂-^ Under the Code,'Eastern is

•If any Continental employee -group S^A is hot^presendy -required to pay subs'tantial expenses associated-with the
represented by a union were to select a union as its representa-. Chapter 11 proceedings, which amounted to $36.9 million through
tive, Continental would be obligated to bargain with 'meunion December 31,1989. '•-•.-.-•-:-• -:..„,„.•.•.- .-.
toward an agreement covering wages and working conditions and, The filing by Eastern of its voluntary petition for reorganization
depending on its relationship with the union, Continental's flexi- operated as an automatic stay against the commencement or
bility in dealing with changed circumstances in the industry or in continuation of any judicial, administrative or other proceedings

against Eastern, any act to obtain possession ofproperty of or from
Eastern, or any act to create, perfect or enforce any lien against
property of Eastern, with certain exceptions under the Code.
Consequently, Eastern's creditors are prohibited from attempting
to collect prepetition debts without the consent of the Eastern

its own operations could be significantly limited and Continental
could be adversely affected.

See Item 1. "Business. Effect of Eastern's Chapter 11 Case on
Texas Air and Affiliates" for a discussion of possible effects of
Eastern's filing for reorganization on Continental.

Bankruptcy Court. Any creditor may seek relief from the auto-
matic stay and, if applicable, enforce a lien against any security if
authorized to do so by the Eastern Bankruptcy Court. Notwith-
standing the automatic stay, Eastern has paid certain prepetition
liabilities, with approval from the Eastern Bankruptcy Court,
including certain payments to foreign vendors and governmental

<6



agencies, wages and salaries for active employees, insurance.bene-
3&fits, pension payments, mterestpaymentMniwranrpriaimytravel
ibiEnr*".1 *. ."." * . • . - ,* * . . .• .« .•• __ . .••rj'i;" * • • •:.•..-".

iandiceitain
. ments are -.being made* on .certain debt.relating :direcny/:ta£ircBut
financing under the provisions, of Section 11lOof theiGode (which
provides special treatment for TT*?**! 'aircraft lenders and 'lessors
permitting diem otherwise to obtain possession of such aircraft)
and lease rentals for airport properties and certain items of ground
equipment.

Certain parties to executory contracts, induding.leases, with
Eastern may file motions with the Eastern Bankruptcy.Court

Assumption
to requre Eastern to affirm or reject thc^rcoitracts.

ofaco tract req gotherthings, to
v^oire defaults under such contract Rejection ofaixmrrart, which
"may be done if the contract is found to -be onerous and burden-
some,KXffistitutes a breach of-that contrart/asvfidie moment

bankraptty^iHn^^^^^«dKt-

bankruptcy estate for damages arising:Ontof tfaeibrparh^Eastern
.has been .reviewing its executory contracts and has 1rom:tmie to
timeassumed or rejected specific contracts; •• *£ -••? -^toSrana *r-

Eastern had the exclusive tight for COdays afterthr fitirtgofits7

Chapter 11 petition'to file a plan ofn
l^^-Easternifited a plan with: the JEasternlBadmip^JCdurtJIn
^__^_^i—,*„.—^._^ —^-^—risibiMtolts^^ '.

MDqitteef^he^
. ,- , - • ; • • • • ..•?::-•

exdusrvity period was
ont^Bebraary 20̂ 199Q. Accordingly^ any
currendy is free to file a plan of leoijpmizatiojtfwfm^

Juptcy Court and to solicit acccptanoaofcredrtorfcaiul.eoTiity,
;.-,.*. ..{jt . . • ' • ^ ^ . • * • . •"__•„• :.f--., • . i.,.;£.i-J'-' *-«tf_.j*» .:p"
ers witu'tespect tnereto. -ftMyjMiF**Ty*'4^'THyrTfffli]ffinMfliiftn

„; ;plan generally will require the affttrnatrve yoteofthos^das^ .
&&*—— Teditors and equity holders '̂ Aaii^iuai^^^u^f

Eastern's revised business plan will reflect a significant short-fall
in revenue. Eastern iias.proppsed to.revise its business:plan to
"reduce furmer its postt)etitionvfleet:size (ifroml60.tO: 148 lircnftX'
to reduce by ̂ 12% the level jof flying projected ia>tfac January,
business plan for the period after July 1,1990 and to -reflect the
effect of "Y-Not" fares. See Item 11 "Business. Industry
Conditions-Competition." In addition, .Eastern has stated its
intention to seek Eastern Bankruptcy Court approval under
Section 1113 of the Code to reject the expired ALPA and TWU
labor .contracts, which .rejection -could lead to substantial cost
savings, unless negotiations with ALPA and the TWU are success-
ful orassured to come to<adefinite end. Eastern also intends to
seek Eastern BankmptcyCburtapproval under Section 1114 of the
Code to reduce the ^ostof health benefits for .early retirees and
thosebelowage^ .̂which will also resultin significant cost sayings
to Basternfllhjn'CifotttoECOuntef negative publiaty and recapture

i ""passBpjHSBirBastfirii'jflcpccty t̂t? rsuDstantialiv 'increase its
i^heB

described below,'-would remain in place, subject to£astemBank-
ruptcy-iCourt approval,: thereby providing ^Mfnrial assistance to-
Eastern foUowingits emergenceirom Chapter 11. Eastern expects
to begb negotiations in:the;neiu future wi
•mittBc^wimuicspcct^g'icvisions to.tits<business :;plan.md ;the.
treatment of claims of unsecured creditors^ V ,^ - .-.-.-.;—::-:.:,.. •
yjJn^disnissionsstD date^^astera-has^proposedthat seciired debt

vholocttdiBve^uiev.'CjainiSfieuistate^ pifjsome-.
instrutncntt t?rcpfliti ion "^"^f^ytion ioieiQect:tne'saie of •aircraft

.:fAet\p*\ AgmmMWanAAg -KalMwyVrfAp^iiit^tanrtin^ituJehfaj^.

^subject to ^certain

- - '. - if 'V.: -i..-

•subject to a number of conditions,-to :a plan^of dcorganizatic4
;jnirsuanr to which unsecured creditors would bepaid 50%oftheir
dauns..Thefproposed plan was premised upon Eastems.abilityto
meet feasibility standards set forth Jn;5ectionill29(aXll}uo&me
Code,>!which' -standards • were 'included in •Easterns January ̂ 1990'
business plan., • • -• •:..-%: •*".•*, t&i *\i,?~.t

Since February 1990, Easterns business and, mostimportandy,
its efforts to attract business passengers'have continued -to be
negatively affected by the uncertainties generated by the bank-
ruptcy proceeding, induding questions that have arisen about
Eastern's continued viability, continuing delay in achieving satis-
factory resolution of its labor contracts and negative and disruptive
media accounts about the results of the Examiners report described
below. As a result of these and other factors, Eastern's actual
revenues and results have fallen short of projections. Accordingly,
in late March 1990, Eastern proposed revisions to the January
business plan and informed the Creditors Committee that it would
not be able to go forward with the reorganization plan due to its
inability to meet such feasibility standards discussed above.

ness jEscrieduled^Holders of prepetition tickets would be given
thevchoice of paymentin Jull .upon ..plan/confiimation. or ;new
tickets worth 35% more than the face value of thekjoriginal tickets.
Arnewtseries.of preferred stock with a.liquidation .value of
4Jteba^cjfea^VI^
prefened stock, <except the 1L36% Cumulative Junior Preferred

'~re4^^hich would be cancelled, subject
$c^end|)ayments<:fedemp

i liqmdation/prefercDce^i^ Texas Air has been making
dryib^ndpayment^onjtfacll36^Prefe since Eastern filed for
protectioniunder Cbapter4lv Trxas Air would waive any rights it
riaragamstfastemjrisingfDmtsuch guaranty. Eastern is negoti-
ating with the;Preferred Stockholders Committee with respect to
this proposal, but no agreementhas been reached.

Jn connection with the proposals described above, Texas Air
would retain its equity in Eastern and Eastern would waive any
and all potential claims against Texas Air and Continental.

Eastern's unions have been seeking appointment of a trustee in
Eastern's Chapter 11 case. A hearing on this motion is currendy
scheduled for April 2,1990, but may be adjourned to a later date.
Management of Eastern cannot predict when or whether any
revised reorganization plan will be formally accepted by creditors
and equity holders entitled to vote thereon or approved by the



Eastern -Bankruptcy Court or whether any other equity holders or Asset Dispositions. Eastern needs substantial liquidity to rebuild
its -business and, as -a result, has been selling .and leasing assets

ni ^ur^toits needs, incfaiding routes, gatesroddots,with£astern
It is possible that Bankruptcy Court approval. in June 1989, Eastern .sold its Air

Has tern "will Definable' to *on toucan existence .-and will Shuttle division, including gates, slots, 13 B727-200 and eight
be liquidated. ""'; •-•-'•; ': • • • • • - • : . • , - • • • - . - • - . • • - • • • . - • . . - ; - . ..,.•• B727rIOO aircraft, engines, spare parts and spare engines, to Trump

On April 5, 1989, the Eastern Bankruptcy Court, at Eastern's Shuttle, Inc. (Trump Shuttle") for $365 million in cash. In 1969,
request, appointed an examiner in Eastern's Chapter 11 case (the Eastern sold other assets, including 41 aircraft, certain gates,
"Examiner"). The Examiner was given authority, among other routes, slots and facilities for gross proceeds of approximately
things, to teview transactions between Eastern and its affiliates. $497.2 ..million .before related debt repayments, of which
On March 1, 1990; the Examiner filed with the Eastern Bankruptcy $32.5 million have been paid and $163.5 million remain subject to
Court a 'report on iiis review of a number of affiliated -trans- approval of a final plan of reorganization. Eastern also has leased
actions. TheiepbttTdntained the Examiner's detenntnation-that 14 3727-200 aircraft to Pan -American World Airways, Inc. for

• • ;Eastern 'could ^ssert̂ possibleidaims against its affiliates, ;but. in a term of three years at an aggregate rental ..of. approximately
.'- light of the agreementlfl^ $58 million over the three year period. \ • ',- • ••-, . . . .

-. Coifing ^v4i:riatm« f.Bart»^»iinnfltiagMimm» doesTuot believe ithat .Duting^he first quarter of .1990, Eastern sold 'to,-an unrelated

"^^*$3h&tafeî ^ to Eastern -of approximately
. . : jto Speakerofjthe House Thomas S. Fpley dated aiterthe report $132.5 million. Also during the first quarter of 1990, Eastern sold

the^naturefof Jiis^iepoft and-.' •tp-flnd^agfTTh*^ from -an unrelated party .-six: A300. •aircraft 'for
.jtatedtriattfaeTeport "did Jiotmake a judgmentas to me-validity apprcnrimarely $168 million and sold ,to utirelated third-parties
of (any suchtflauns] & ;{me]̂ fikelihood of fuccessi.:In shorter «neî lQli ̂ aircraft .-for 413.5 million,;tw6 ,D&9-30-aircraft for

-$l$;niilliq̂
; î Becemberl989,iEastem^agreed to sell to Ainerican^iruM;At"<?i ; iecemerl989,iEast

m^fa
fc^exasiAir/foHtself^
•-. j.':*."•""•'• ' .•• • -in': '•:."*••"• .'i,J? '̂..A.."~'V-.::5-'' • •'i.'»'«•'• J>-S:iP*IS5'AiSv.'1 /'I'fWly'.'-.ii..':*" •^^•'•"•1— ' .i-»f—» •" -• *h«- .'•-••"-* ^sL»«'««".''~JT.i.-iO.«-i-'-i»'.'j '-••*- ».
r^nfjnatteK^aesigned^^prove^ej-^ ' •'
Tual'i'.ii''*1'^^ ' ' " ^ '' "•' *imnmmt\mmiMamm^mmm mmfm-f'r"- \ '^Tfmtt+liiifjtmlnr* '\trnm n n m i m m i l .11' «n'i n i tl 11 .' t if J»«M<M& -̂-"•' '^* ^*- - — -^-*iagreed^n principle.tb assign *ti Gontinental

^otherthmgs;^ paynient byTexas^ A^ JX>10-30 . aircraft :and-rto -aell jto
at confinn^onra spare parts inventory for $11 million.

..•v obljgations^(mcbcUng notes) of ̂ ^ are .subject to ..Eastern
•• ^^^ys^a&fe^pis^ .

obtkmsoffastern^iu -liquidity to;implement its business
• . ^ons'̂ onglme^c^baiiie^wcnild^^ sdl,issets^b:j
;" - ••̂ &3ii&ii*̂ ^

' require approval of the
inent 4ee charged to Eastern ty Texas Aii; <wHcbw^ 'Eastern Banlcruptcy Court The net proceeds trorn asset sales by
to ^250 thousand per month ibUowing ^tern's<^fiUng^of ^its -Eastemihave been heldin restricted accounts for the .benefit of its
Qiapterrii;petm'on,-TwouU remain^ me> oedttotirEastem.has obtained the release of $320 million from
yean.foUowingiconrttination. 11ie->agieement million was released
certain reductions for five years in the mileage rateiordisproporr. during the first quarter of 1990) to meet its obligations and
donate usage in connection with the OnePass n^equent fryer implement its business plan. • • • -^
program. Eastern also would obtain certain purchase options on " Routes, la the period immediately following the strikes
delivery to Continental of 40 new B737-300 aircraft and a 25% commenced on March 4, 1989, Eastern's operations were reduced
ownership interest in the computer reservations system partner- to approximately 10% of their pre-strike level (measured in terms
ship expected to be formed with EDS. The agreement is subject of available seat miles). During 1989, Eastern steadily increased its
to Eastern Bankruptcy Court approval and confirmation of a plan operations using management and nonstriking employees,
of reorganization satisfactory to Eastern. Eastern has moved that subcontractors and replacement employees to perform the work
the Eastern Bankruptcy Court approve the agreement. Eastern of striking employees. As of December 31, 1989, Eastern was
anticipates that in the course of the heating on such motion, the operating at approximately 70% of its pre-strike level (measured
Eastern Bankruptcy Court itself will analyze the validity of the in terms of available seat miles), providing scheduled air trans-
claims that the Examiner contends could be asserted. portation between approximately 62 metropolitan areas in the

United States and Canada, 13 cities in the Caribbean and 18 cities
in Central and South America, as compared to 68, 16 and 18,
respectively, as of March 1, 1989, which was immediately prior to
the strikes. In January 1990, Eastern presented a revised business



plan to the Creditors Committee pursuant to which Eastern segments of international flights) between New York and
would rebuild an airline serving 68 dries in the United States and Washington,- D.C or New York and Boston (other than to or

;from Newark) during specified hours of the day.
.Eastern's agreement to sell its Central and South American routes, • .,-, -Employees. .Eastern had the equivalent of 18,435 full-time
as more fully described below. Under this "plan, Eastern would employees as of December 31, 1969, of whom 9*200 were repre-
operate atapproirirnatriy 68% of its pre-strike level by July 1990. vented by three unions: the IAM, which represented the
Eastern has proposed certain revisions to its business plan that machinists, baggage handlers, cabin cleaners and other employees
would, among other things, further reduce its operations. See in related job categories; ALPA, which represented the pilots;
"-Chapter 11 Reorganization of Eastern." and the TWU, which represented the flight attendants. As of

Pursuant .to its business plan, Eastern expects to bein a transi- March 1, 1989, 'mmyd*p*yly prior to die strikes. Eastern had the
tional period through at least the end of June 1990 when the sale equivalent of 28,525 full-time employees. In December 1989,
of its Central and South American operation's is expected to be .Eastern announced that it would eliminate approximately 600
consummated, its Caribbean operations reduced and excess gates positions during the first few months of 1990 and .institute
and fadtities eliminated. The first half of 1990 also will be marked temporary wage reductions from 10% to 20% for certain of its
by the "de-hubbing" -of Miami and San Juan. Following the employees, including management .
t^ririonijjtetein. expects 'fhtffr . The IAM, ALBA and TwiJ contracts expired on December 31,
wim'one primary thub <in Atlanta, ̂ upplemen ted ̂ with northeast 1987, July 2, 1988 and December ,̂ 1988,'iespectiveJy. Under the

/^J3orid^lryu^^v^^^ Rauway.labor.Act (the "RLA"), which governs certain, aspects of
•In December 1989, Eastern agreed to sell-to American, among an airline's relations with its union employees, the terms of a

other, things, its 14 Central and South American -routes, its route • •contract ordinarily may not be changed upon expiration' until the
•authority for Miami-Madrid,, M'am'-Tornn*ft and Tj>mpa-Torr>nt|o> parties haverexhausted the "Mpdj>fr<vy fpH<xt*vg h?rg?Wng *ffd
Jaangar and cargo facilities at New York's John P. Kennedy inter? .mediation procedures of the RLA. In February .1969, .'the. NMB

•^national Airport, cargo centers at MaimVand San Jiianjairports^a ^determined that ;mediation .between Eastern and the IAM .had
reservations vofitebuilding and a. former 'terminal. at£an Juan, x&een unsuccessful, ithereby triggering under .the RLA a 30-day
/and-variousdtakeoff and landing slots . at Kennedy^lAGuardia; * :?<xx>ling-c '̂ period that expired at midnight .on March 5, 1989.
-O'Hare and Washington, >p.G.;Nationalairpom.J^ RLA, ,mei:IAM called .«
;G>ntmehl^^agreed:t6.tdoc^ certain of its gates and transfer -to ?^s^ new
Americans jiet;c£twogates at Dallas-Ita^ ! '.., -ierms, and conditions ofemployment, which substantially .reduced
American its jtaumirLondon joute and -certain ̂ slots-rt John -F. the costs for .services that had been provided by its
.Kennedy -airport System One will . transfer. *»i«¥infl>t>""tvVa*io>i lAM-jepresented employees.., ALPA and . the . TWU .also
lines and ̂ equipment related to Eastern's Central and South ' established strikes. As a result, Eastern was unable to .maintain
American operations. Pursuant .to the agreements, certain claims substantial operations .and filed.for protection under Chapter 11
win;bc,aetrifd/infhiHing various antitrust andiadceiming rjbuny; ̂ ^f^^o^^^^^^^^ ̂  ^.^xg&x&f* -v •-'-;.:*• / .

. in excess of $2J5:bfllion .(after trebling, as required by the relevant ;• >^Employees represented .by .the IAM are continuing .their strike
antitrust: and racketeerii^^statutes) brought by Conrinerit^ ^ ̂ a^imstJEasteniyand Eastern has arranged for jnanagement or
-.other .Texas ^^uBsidianes:against American relating tb v;%fjon^
American's use of its computer reservations system (<fCRS")and ito .undertake work formerly ̂ performed by lAM-represented

, T certain daims brought. by.:American .against Eastern, .lexas. Air, vemployees. Jn late November 1989, ALPA and the TWU
System One and Con tuientd relating to ihe con versioiLof certain ..tcrminatyd their strikes and ofFered on behalf of their members to
-.travel agencies from American's CRS to£ystem Qne's CRS. The ;rerum to work. Because the number of pilots and flight attendants
transactions, which are subject to .certain €onditions,-provide who either .never .went on strike, elected to abandon the strikes
for payments of $349 million to Eastern, $102.5 million to .prior to .November or were hired by Eastern as .permanent
Continental and $19.3 million to System One. The -transactions replacements after commencement of the strikes was sufficient to
also remain subject to approval by the DOT; approvals by the fill all positions currently available at Eastern, none of the pilots
Eastern Bankruptcy Court and the Department of Justice have and only some of the flight attendants still on strike when the
been obtained. Currently, Eastern and American are engaged in a unions' offers to return to work were made have been reinstated.
dispute as to whether certain conditions have been met relating After disputes arose over whether returning strikers could
to the sale of certain assets in San Juan. Eastern and American displace pilots and flights attendants hired as replacements by
have been negotiating a resolution to this dispute but if no satis- Eastern, in August and November 1989, Eastern filed actions in
factory resolution can be reached, the issue will be submitted to the United States District Court for the Southern District of
the Eastern Bankruptcy Court. Florida (the "Florida District Court") seeking declaratory

In October 1989, Eastern sold certain assets used in its Phila- judgments, among other things, that pilots and flight attendants
delphia operations, including 16 DC-9-30 aircraft (two of which who had been promised permanent status when hired during the
were delivered in the first quarter of 1990) and one pair of landing
slots at each of New York's LaGuardia Airport and Washington,
D.C.S National Airport. In June 1989, Eastern sold its Air Shuttle
division to Trump Shuttle. Until June 2004, neither Eastern nor
any of its affiliates may schedule flights (other than "tag-end"



strike and who were flying or in training at the time offers to -the Eastern Bankruptcy Court has no jurisdiction to review die
sought to enforce the grievance award in an

in order to teinstatt«tulmmg^trikers.tf Florida DistridCourt-AIPA has agreed that
;tequiied,^e4ne^^iuiesdfl:tiahimg^would lose their jobs, . .pending * bearing-on Eastern's motion before the Eastern
potentially giving rise ^to substantial daims ̂ against Easterner Bankruptcy Court, ALPA will ̂ not proceed with this action. ,. •
breach of its promises to the new -hires-of permanent ALPA also has filed a grievance .seeking a pay increase as .a
employment: Additionally, Eastern would incur substantial result of a wage increase that it claims was given to certain
additional training expense and its flight schedules could supervisory employees and has filed a claim in the Eastern
be disrupted. Bankruptcy Court of approximately $252.0 million with respect

Eastern subsequently reached a settlement agreement with'the - to this grievance. On January 8, 1990 the System Board denied
TWU .pursuant to which .approximately 250 striking flight ALPA's grievance and, accordingly, Eastern has moved to have
^attendantshave &een 'reinstated. Eastern -and ALPA -have* filed •^LPA'sibankniptcy dainvarising out of this grievance disallowed,
cross motions for smamary-judgment -in their *&pute over this ;-'">£eeJteml??Busmess.X^
•issue, which motions are pending. Inaddition,:EasternandALPA -asitothe attempts by Eastern's unions to organize Continental
are engaged in other grievance ̂ proceedings, jinduding a \employeesfor the purpose ofcollectivebargaining,
proceeding -relatingno the pursuit by ALPA of certain ibid 'Eastern'siinionshave engaged inpublic relations, lobbying and

l""gi>ilotsi:Sfe'ltgm '*?' Tegal' ''litigation TP")paigns i?*tnTV*ng:Ea8tetn -since :

n^iaEasteralabcttMante^ including **sick-out" and "slow-down"..
- Eastern has been -and intends to continue negotiating with each . ' campaigns that have adversely affected Eastern's operations.
<5f the IAM, ALPA *nd the TWU with a view -to reaching Eastern believes that the damage to its Deputation with the
reasonable-replacement contracts. Eastern believes that a _,traveling public caused by these actions of, and investigations
successful reorganization is possible-only if there arefundamiental ^precipitated by, Eastern's unions -have had a significant advene
rchan^fotelnisiness^^ :.»•--..~.. .•: •:;•%!*•
jabor «6sYlcbnc^^ ^Gertain^of Eastern's unions have in the past sought to acquire

I'through* hegotia1ion,:Sastern'-^

'the strikes, Eastern'hasjtaken *teps?tb<ieduce its labor costs
,;by imposing new 'terms and "conditions .ofempioy.meht on' '

•eastern and:4exas.Air have brought a lawsuit «
against ALPA, the JAM and certain others in the .Florida District
Court under iederal and "state racketeering statutes-and •various

In August 1989, the 'Eastern Bankruptcy^Goitrt granted ALPA's state common law grounds. See Item 3. MLegal Proceedings,
automatic -stay *n»pO8fd -lwfthff-Xi^liP^-'l^^--\' •f^^>*ga*^41>t -Helating^tD 'Eastern Labor Matters"-for 4tf discussion

for arbitration "hearings to commence "on a dispute between . -of this case and *>f the counterclaims asserted by the 'unions
^^ " i " i".^ " *** . i i - • .* . *fj.t . .«•.• .• •- ...• -j. , • • • . • » „ • • » . . *
.FAgterp/Mid'ftiyAsjili^^ •••• •- '• • • -"•!•'. . . - ' • • ' . -??• " ... v,;..r.'.:, _ , . , . . . = ,.. ....._ ,̂ !|ja_g£jjfljj|£^

i Eastern and ALPA. ALPA contended that the phrase in
•question required 'Eastern "to grant pilots wage'increases totaling
8% that previously had been scheduled'to begranted to«mployees
represented by the IAM. In December 1989, the Eastern ̂ Airlines
Pilot System-Board of Adjustment (the System Board") issued a
final decision and award in favor of ALPA and directed Eastern
to pay its pilots back pay comparable to a 3% wage increase on
June 1,1986, a 2% increase on January 1,1967 and a 3% increase
on July 1, 1987. Eastern recorded its estimated prepetition
and postpetition exposure under this award of approximately
$65.5 million as of December 31,1989. Eastern has sought review
of the award in the Eastern Bankruptcy Court. Eastern has argued
that the System Board exceeded its jurisdiction in awarding to
pilots back pay comparable to the 2% increase and the 3% increase
received by lAM-represented employees on January 1, 1987 and
July 1, 1987, respectively, and that the grievance filed by ALPA
concerning these two raises was untimely filed. ALPA has filed a
counterclaim with the Eastern Bankruptcy Court contending that

System One provides airline reservations and computer process:.:.;
"systems services to the airline and travel related industry, induci:^;
-to" Continental and Eastern! • Approximately 95% of all travel
agencies in the United States have acquired computer reservations
systems which provide travel agents with flight availability and
other information relating to, among other things, flights, feres,
hotels, car rentals, currency exchange rates and tourist
information. As of December 31,1989, the System One CRS was
in place in approximately 7,700 travel agendes, making it the third
largest CRS in the industry (based on travel agency locations),
and was the dominant CRS in 'Houston, Miami and throughout
the State of Florida. The two largest systems are offered by
competing airlines. The System One CRS relies to some extent
on the market strength of Eastern and Continental.

Airlines that provide competing computer reservations systems
have in the past maintained preferential schedule displays, charged
widely varying user fees to competitors and engaged in certain
other practices with respect to these systems, which placed Texas
Air's subsidiaries at a competitive disadvantage. Certain rules of
die DOT were intended to eliminate these practices; however,
these rules did not achieve the intended result There has been a
significant increase in the fees charged to airlines and a
continuation of alleged anticompetitive practices by vendors.



Since September 1969, the DOT has been reviewing the efficacy benefits from association with the System One CRS that are
£#f • the?existing vGRSJules and it .is expected to ̂ complete this expected -to continue when -the CRS business is operated by the
5^ewby.the^idofl990.^ .&:•* • •'.; ":... v-: "'.-.-, -*i*;:. partnership jointly owned with EDS. . .-.'-7. •• ••••••

rtarriers have entered int6.agreements with other •-. v3The preliminary agreement .-is subject-to various conditions,
carriers providing for :oV shared ownership and joint marketing including approval by the Eastern Bankruptcy Court of the
of each carriers' CRS. United Air Lines, Inc. ("United") has agreements relating to Eastern. Subject to approval of the
entered into an agreement with USAir, Inc. and certain European agreement with the Examiner, upon confirmation of Eastern's plan
carriers and Trans World Airlines, Inc. ("TWA") has entered into of reorganization, Texas Air will transfer its 50% interest in the
an agreement with Northwest Airlines, Inc. ("NWA"). In CRS partnership in equal portions to Continental and Eastern,
addition, in early 1990, TWA, Delta Air Lines, Inc. and NWA -Certain of the services Continental and Eastern currently obtain
merged their computer reservation systems. These agreements from System One are essential .to their businesses, including the
may adversely affect System One's ability to market its CRS and . operation of Continental's and Eastern's internal reservations
may enhance the competitive position of the contracting carriers. systems.-Upon-consummation of the-EDS Transaction,

.In. addition to its computer .reservations system, System One Continental and Eastern will obtain such services from EDS. . •.
sells a variety *>f other services and software to approximately , .As of December 31,1969, System One employed approximately
190 airlines, financial institutions and other businesses throughout 3,200 peopled its corporate headquarters iniHouston, Texas and
the world,-including.passenger processing, baggage tracing . at its various other locations, including Miami,.Los Angeles,

?SanXnncisco and Chicago. - . . - . . . . - . > . j . .... . - , : -.:.v....
engineering analysis:and time sharing .services. System One also
offers trainingand educational services, including a fully accredited iHaotgf BMt»rn*i Chapter 11 Caa^onTtaMAIrand/
.travel academy. •;....,.;., : .- . L,^ . : • • • ; --• • .- • ... Texas .Air is .not a party to Eastern's Chapter 11 case and believes

...-.- /System:̂ One isrdevelc^)inga worldwide computer reservation there are nogrounds for consolidating Texas Air or its assets with
system *rath^consortmm<ofJ^ Easternin the Eastern Bankruptcy Court.-, ., ... .. ...

r JQ£ piiirHwptftef yt<ipf<et^iAiy.fiyf^y^|^fnflt;. rf^Esos AuJias guarantied .and may otherwise be liable for certain
"Lufthansa and Scandinavian Airlines System (*$AS")). 'System obligations-ofiastern. See Item 7. "Management's Discussion and

asjagre^flx^licejn^ Conditions -ancLResults ofX)pentions.''. for,
-' -J- • -- rtjjji^^^ Air guaranties of

- fc-contempktw;a;dgnii^^ agreement with me Examir —
^ent by the OTiisorbiimin the develop will .involve the assumption of certain liabilities and require
Sy5tem:Onc!?^^ompMter^p^y?^'iay^g^V^t'7fl'iinatkctij|g : additioMl'Coyn>n**t¥>tiits of cash'to 'Eastern.:ftom Texas Air or
arrangement between die consortium airlines .and -Eastern and Continental. See Item 1. "Business.. Eastern-Chapter 11
Continental Texas .Air believes that AmadtoV affiliation tvrith.,, Reoiganiza^ : . .. .

irlcetiiigftarrangementstwiU:^
• . • • • m* '** - -T;-*

significandy enhance :traffic from foreign travelers on .'Eastern',... ^affiliates prior.to the commencement of Eastern's Chapter 11 case
*oul4 Ĵr'cversed tf the

On FebruaryJo, 199tî Texas* '̂5ysremHCta^ -or.
into a prdimioary agreement providing for me acquisition by EDS '̂ preferential transfers." Texas Air believes that the transactions
ofcubstantially allof the assets of System One and. the formation between Eastern and its affiliates were proper and that there were
by System One vand EDS of an .equally-owned ̂ partnership to no fraudulent conveyances or preferential transfers,
operate and^market System .One's CRS business (the "EDS -Pursuant to;the agreement with the Examiner; any claims of
Transaction'*). In consideration of the EDS Transaction, EDS win Eastern relating to the transfers reviewed by the Examiner would
pay Texas .Air $230 million .(net of certain implementation be settled. In the event the proposed agreement with the
expenses) and assume certain liabilities. . Examiner is not approved by the Eastern Bankruptcy Court, the

Among the assets EDS will acquire are all of die software and alleged claims described in the Examiner's report could be asserted
substantially all of the other assets currently used by System One against Texas Air and its affiliates. Management of Texas Air does.
in providing data processing, telecommunications and application not believe that such claims would prevail if asserted and believes
development services to Continental and Eastern. Contempora- that Texas Air and its affiliates have valid and substantial defenses
neously with the asset acquisition, Continental and Eastern, as to those claims. If such claims are asserted, Texas Air intends to
well as the CRS partnership, will enter into ten-year agreements defend itself vigorously and believes it will prevail, however final
with EDS to obtain such services from EDS. These agreements resolution of such claims in favor of Texas Air and its affiliates
will provide for fixed prices (subject to inflationary adjustments cannot be assured. There are other claims pending with respect
under certain circumstances) over the ten-year term for a specified to the examined transactions that are not presently before the
base package of resources. In addition, die fixed prices may be Eastern Bankruptcy Court. See "- Litigation Relating to the
periodically adjusted upwards or downwards at the request of the Eastern Merger" and "- Litigation Relating to Eastern Labor
airlines based on the cost of resources added to or deleted from Matters" under Item 3. "Legal Proceedings."
the base package.

EDS also will acquire the assets and business of System One's
Airline Services Division, previously owned by Continental. This
business has .historically been profitable for System One.
Continental-and Eastern have historically realized significant



. In the .event there is no settlement with the Examiner, PBGC, any person liable for such payments foils to pay the FBGC
;Continental'wiU.haveasubstantial:iinsecuredxlai^ •• .after notice .and demand, a lien on all assets of -any such person,
and certain creditors of Eastern 'may seck*to prevent offset or up to 30% of the positive net worth of the "controlled group"
to ••require subordination^ Continental's *claim, .although arises in favor of the FBGC as of the date of the plan termination.
Continental: would vigorously oppose sudrattempt •.: •-. • • • ' .Eastern believesthat.it will be able -to satisfy its own pension

Each member of the Texas Air "controlled group" is jointly obligations following its emergence from Chapter 11.
and severally liable for Eastern's periodic minimum pension plan
funding obligations and could be jointly and severally liable for Restructuring
the full amount of the plans' underfundings if Eastern's pension Texas Air has from time to time considered and continues to
plans were terminated (which may be done only if certain consider certain restructuring possibilities designed to increase
stringent criteria were met). Eastern's 1969 funding obligation, the value of Texas Air capital stock for its shareholders. Texas Air
which includes payments due for prior yearsas to which Eastern and its. subsidiaries are continuing their review of possible
received funding waivers, was approximately '$2133 million. restructuring -steps, including sales ortransfers of assets. Poten-
Of this^ount, approximatdy;$in rial .purchasers .have ̂ conducted, and .continue to conduct
prior to its Chapter 11 filing. With respect to the remaining discossions-wim Texas Air and its subsidiaries with respect to
..$9&3iiiiffion(inSept^ suchitransactions. -.: . ._- .
-approval! Texas Air 'paid $45 ^mu^nXfbr;wliidiitJ^acIaim " - ' • • ' • • " • : ..-."•' • . - ; , - . « ' •" "'• " .
against Eastern's bankruptcy estate) andiEasternpaid^27Tnillion. "Indmtry Conditions '•- -«.'•••>-' •'. .~: -vt . -'••
The Internal Revenue Service (the "IRS") waived the payment of Coafeldua. The airline industry is highly competitive. On most
the remaining $26.3 million until the earlierof June"30, 1990 or of their domestic routes, Continental and Eastern compete with
confirmation of * plan of reorganization. 'Pursuant to -the at least one other major carrier and, on most major routes, they
agreement with the Examiner, Texas Air has agreed to make this .compete with two -or more of such carriers. On shorter routes,
payment when due and me" amounts paul by Texas Air would be they also^compete with legional and commuter carriers, which
set-^ff against amounts Aowed by Texas 'Air^to£astern. Eastern . have income instances expanded into longer haul markets, and
estimates that its minimi^ with surfece carriers; l .••- ,-• =-.

be^pprbx^ : 'The airlm^^ as a
$26.3 million for ron^biitioiis waived imvprioriyears) and result, most major airports in -the United .States are now
•$68^flb\>nin 1991,̂ ^ Competition is often
number of employees, benefit obligations and othW circumstances intense at major airports between the dominant carriers. Since die.
at that time. ̂ Depending on «he ̂ ciraimstarjces^ofia plan availabflityaf gates, take-offand landing tights ("slots") and other
termination, the- underfunded amount could be substantially facilities is often limited at major airports, it is difficult in many
higher than the ongoing minimum randirigamounts. -- - •-. ̂  ^ . . cases for a nondominant carrier to provide significant new services

Easterti~be1ievesvtria^
Guaranty Corporation (die ^PBGC'jwiUtenBinate Ac ^ circumstances by providing connecting service

^ same destinations as provided
Juiy p

plans will not be terminated. However, if it were assumed that Competition .among air carriers in recent years has been
Eastern permanently ceased operations and -it -voluntarily primarily in the form of discount feres (which negatively affect
terminated such pension plans, Eastern ' believes it 'could fully revenues unless offset by higher load Factors), quality of service
satisfy its obligations under the plans % purchasing annuity and -expansion into new markets. Discounting has been most
contracts covering each plan participant to pay all plan obligations prevalent in the first and fourth quarter of the year when overall
as they matured, based on actuarial factors that Eastern -believes travel demand is the weakest Ttare can be no assurance that
are appropriate, at an estimated cost of approximately periods of significant discounting will not continue. Eastern has
$390 million based on an interest rate of 9.25% applicable to such been offering significantly discounted feres in an effort to regain
annuity contracts. If the PBGC were to terminate the Eastern passenger traffic. Although the discounted feres have resulted in
plans or if Eastern terminates the plans in a distress termination higher load factors, Eastern's revenues have been and continue to
(which could be done only on certain conditions) and assume be adversely affected because of Eastern's inability to attract suffi-
responsibility for the payment of plan benefits, Eastern's cient numbers of full-fare business passengers. See Item 1.
obligations to the PBGC for any unfunded liabilities could "Business. Eastern-Chapter 11 Reorganization of Eastern" and
significantly exceed the costs of purchasing annuities, although Item 7. "Management's Discussion and Analysis of Financial
Eastern would contend that the use by the PBGC of actuarial Condition and Results of Operations." Recently, Eastern intro-
factors that produce a substantially higher amount is invalid. duced "Y-Not" fares that encourage business travelers to fly
Further, current estimates of this liability indicate a potentially Eastern by offering first class travel for approximately 15% less
significant increase due to the number of employees electing to than other airlines' unrestricted coach feres.
receive certain early retirement benefits resulting from the Eastern has faced increasing competition in its traditional
reduction in Eastern's workforce. If, upon a termination by the eastern United States markets and certain of its Caribbean markets

as other carriers seek to expand their operations. Competition on
Eastern's routes intensified in 1988 as Eastern's financial position
weakened. When its operations were substantially curtailed in
March 1989, Eastern's market position suffered a further erosion

11



• "as its competitors accotpp^^Cp^yl'*tfyt?*iff9 passenffers on their
regularry?scheduled sanbyin 3onie;cases,exparided service. Hiis"
comnetitibk4iio^
in^the decision .by Eastt itlrtreb

Guft ln-anyp
Mncmî ^

petition, carriers witli l

rtemintoa

cost struc-
tures have an advantage over those with higher cost structures.
Labor costs are a significant variable that can significantly impact
airline results. For the year 1989, labor costs constituted approxi-
mately 30.9% of Eastern's total operating expenses -and
approximately 22.3% of Continental's -total operating-expenses.
Eastern's .labor expense has -been governed largely by labor
•contracts'which do •nT*<"l?V*> int^-arrowp^'frpf maA*»» labor rates.
' Since-the fttih ĵB*»tieffn l̂M«.-f»fcgn-Jtiy«rtnjggiiae"n« labor rn«t«

^yjmposii^newterms^
workers.^ For ra>tiiscussion ofJ&teofr

-o^&n

• - Fuel is another significant expense,%im fuel-costs constituting
15.2% of Contihenta1's.-totat4>peratir^ expenses^and 11,4% of
Eastern's total operating expenses Jn 1989.-Fuel prices increased
significantly in 1989 and^cbntinuedio risein«arly 1990 as a result
of strong winter •H?m,flnd mid the destruction ^fatiniajorfcfinery.
Fud prices are dirrendy decreasmgan^

• - - • • - • -------••••»-------SiiiBHbi^^

second and fourth quarter of the year. Historically, Continental's
results of operations have reflected this.seasonality.but have also
•depended on numerous other factors -that are :not necessarily
.•'Seasonal,-.including the extent wid nature.-of -competition -from
other airlines,fere wars, changing levels of operation, fuel prices
•and general economic conditions. Eastern does not believe
seasonal variations are material for an understanding of its
business, although increased airline travel during traditional
holiday and vacation periods produce increased revenue during
.those times.

Continental .and Eastern operate a frequent flyer program
known as OnePass. In recent years, aidines have-expanded the
-.scope .and benefits available under their Sequent flyerprograms
in an :effort to attract ;and retain passengers, and the .success :of
such programs has created intense competition among the airlines.
Although Continental and Eastern believe -that .they have

-.benefited fiom ihe .OnePass program through mcreased .traffic,
Aihstnntifll inrmis** in the redemption of OnePass mileage credits

,10
todisruptioiiMTpcfi^^
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scheduled service OT higher rud-pom-i^
"^rtam a^

through'the acquisition bfmore cffigent:auxran,':-ih''gome 'cases at''
.discounts 'granted • 'by ***fcraft-'tnanti^'rturers:for bul

VI*1 ' ,-r? •-•T;s>'"» •*i'»:.lrT.i-*--•V"'"'1" •• —"•M*"— •.•••»•• •*-»>^^od,me.hir^pnempkgm iwj
in certain .aidines becoming stronger competitors. >• »':, "^

iV<;Costs~:hav£.«a1so vpecxi .-.aftecred'-by

could -adversely affect their yields, although such risks .are
minimiTtd by .the structure of the program. Recognizing that
Eastern's and Continental's proportional-shares of mileage credits
earned by participatingfiequent flyers may not equal their proper-
LQOQfttC ''SiliVC * lOJt •flUlCUKC CX6CUCS ffOQCdUGQ *• 0V- .•SUCll • PMTtlCiP'imtSm

.Eastern and..Continental provided for, among -other things,
•compensation between themselves in .the event that award
v redemptions.on^necar^ on

Pursuant to the .agreement with the Examiner, these
:Jees paid Twould,!rfor{ihe next five years, be reduced by .approxi-
mately ^0%.;vSec item 1..."Business; Eastern-Chapter 11

. Heorganization of Eastern." As a result of Eastern's reduced level
: of operations, ̂ ore Sequent flyer awards .have been redeemed
for flidits on ContinentaL

ital. entered

'Discussion and Analysis of "Financial
of .Operations;:';; ';•. .• ^ . '. . ̂  ' ^ j_' •• . ;•"-.._._.»,,. -~?

Marketing. As is the case with other earners, a significantiiumber
of tickets for travel on Continental and Eastern are sold by travel
agents. Travel agents generally receive commissions measured by
the price of tickets sold.' Recently, airlines have experienced
increased commission expense because o£ among other things,
the payment of commission overrides in connection with special
revenue programs. In an effort to encourage travel agents to book
passengers on Eastern, Eastern has been offering travel agents
significant incentive programs. It is anticipated that such special
incentive programs will continue as Eastern implements its
business plan.

In February 1990, Eastern established a "refund protection
program" for travel agents and the flying public, guaranteeing
full cash payment of potential refund claims during Eastern's
Chapter 11 proceedings. See Item 7. "Management's Discussion
and Analysis of Financial Condition and Results of Operations.
Liquidity and Capital Resources - Eastern."

Due to the greater demand for air travel on Continental's routes
during the summer months, revenues in the third quarter of the
year are generally significantly greater than revenues in the first
quarter of the year and moderately greater than revenues in die

into ̂ agreements with ..SAS that .provide for the creation
• comprehensive.alliance .with SAS. The .agreements -with.

lings^br the leasing of airport
facilities at Newark International Airport, the .performance by
Continental of ground handling services at Newark, joint
marketing programs, joint sales representation and code sharing.
In addition, Continental and SAS are operating.a.quality service
training institute for employees. Also pursuant to the agreements,
SAS paid Texas Air and Continental $25 million and $13 million,
respectively, in 1989.

See Item 1. "Business. System One" for a discussion of
computer reservations systems.

Airport Access. The Federal Aviation Administration (the "FAA")
has designated John F. Kennedy, LaGuardia, O'Hare and
Washington, D.C. National airports as "high density traffic
airports" and has limited the number of slots at those airports.
The FAA has in the past reallocated to other carriers by lottery
certain slots previously owned by Texas Air's airline subsidiaries
at LaGuardia, O'Hare and Washington, D.C. National airports.
Currently, slots at the high density traffic airports may also be
voluntarily sold or transferred among carriers. Various amend-
ments to the slot system have been proposed from time to time
by the FAA, Congress and others that could significantly affect

ia



•• operations-at the high -density traffic airports. Certain of such .air travel in general, although management believes the impact on
rprop . ̂ Continental and Eastern has been less than on other airlines which
; limMng:the tnnsfaabiUrj^si^^ and Middle Eastern routes.
withdrawn/or deoeasing the value of£a^ following substantial pressure on the
slots;'Texas Aktannot predict whether^y of such pro through the lobbying efforts of Eastern's unions,
be adopted/ " • • -r"V-:: ''" ; - . v : /— • - * - - " VW^ - the rDOT instituted ^an informal, nonadjudicatory preliminary

The DOT allows local airport authorities to implement proce- investigation into the "fitness" of Texas .Air and its subsidiaries.
dures designed to abate special noise problems, provided such The investigation was conducted to determine, among other
procedures do not unreasonably interfere with .interstate or things, whether the operations of the air carriers owned by Texas
foreign commerce or the national transportation system. Accord- Air were complying with all applicable requirements or whether a
ingly, certain airports, including .the major airports ;at -Boston, formal continuing fitness investigation or enforcement action was
'New York; Washington, D,C,: Qucago;los Angeles and-Denver, required. .Simultaneously .with the DQTJnvestigation, the FAA
have established airport restric^ons^to^mit noise; ududrng ^instituted ^a ramp in the

-restrictioiis on airoaft types torbe4
rfhouriybrtdaily operations or the time of sudL operations: Jn.^^^^ and
some instances these Testrictions have.taused curtailments in its airline subsidiaries. :in ̂ addition, .ihe .FAA: reported .that
servicesormaeaseswtjperatingcoste ^ontinentd and Eastern were fu%^ 1968,

. ;.thi» HPT rt*fii«gd ATPAfr n*p

afiectedf airports. ;Locd^ . investigation at Eastern. Texas Air'beves that the financial
eting adoptmgsmiilarnoiseregulations.^ results of its airline subsidiaries have been -significandy adversely

The ability of Continental and -Eastern -^to service airports ^Affected fcy these Investigations. See Item 7. "Management's
is dsovdependetft^ Analysis of Financial Condition and Results of

7^Qperatbns<^esuitsofOrjrration«^::r.-;i>:-^T
V .'-*• ..'~t . . ' . . . : . - ' ••* . " . . " . . - • .

suspended
.•convenience

.__ £&* fleet: of 329 Jer4mciaft,vas:fell6w8bfe^^ v-V;. • T.
Seats in

fcS^iSiifti^ra^^^ • •'
certificate Tlieaii^es are also regu^ ___ ____

:.jrh^-ireasl6tJSî  v ._„,••
Bother-technical jnatten^Pursuantloi^^ V^^teapb .;? î̂ »b*A .̂cr' -̂ :'̂ |*te jsifti-r-t'1' =*». i v- : ' •

estafiUahrtf^^ - .19.1

. •''* , • r - - - \ ° ' • " f vi ?i- • I*--- • j~i~"^7 a' -.->•s that provides for the ongoing maintenance of such airaaft
ranging1 from •frequent routine inspections <to-rnajor^overhauli
Reo»dy,theFAAhasissuedanumberofjnaintenanci
and other regulations in part to ̂ dress Concern
age of aircraft being flown by U5.ain3«imrSeeltem7;4Manage^
ment's Discussion and Analysis of Financial Condition and
Results of Operations. Liquidity and Capital Resources;*--̂ "̂"

Hie award of international routes to US. carriers is regulated
by agreements between the United States and foreign govern-
ments. In the past, the United States generally has followed the
practice of encouraging foreign governments to accept multiple
carrier designations on foreign routes, although certain countries
have sought to limit the number of carriers.

International terrorist activity has resulted in the FAA and other
governments requiring increased security measures at certain
airports, the cost of which has been borne by the airlines. Such
activity has already adversely affected the volume of international

5?3SSi3»'43Gii!
vCG9-30.-. .v.:*DG£IO.='. ."..". '.v:

B737-200 ........
B737-100
A300

Total

HfC'
..... JJ. „,.

25
14
12

329

,',n ..„.
•••;•« •

\ *• '.

11 10 • •
B
14

91

''•'•'•34 ; •"•y;̂ v.: ,-.
:-.-•. -7

•-'iHj-. • -.
17

10

238

'...146..'. .:
108 :"
83

ijd
108
94

260

3.0
182
23.8
3^

20.4
21.3
8.1

(a) Does not include 19 B727-200 and one MD-80 airaaft leased to
unaffiliated air carriers and five DC-9-51 aircraft subleased to Eastern,
all of which are under short-term operating leases. Includes certain
DC-9-30 aircraft which Continental provided to Eastern under an
agreement that was terminated in early 1990.

(b) Includes the following aircraft which Continental leased from
Texas Air: 14 MD-80,29 B737-300 and seven DC-9-30 aircraft.
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Virtually all the aircraft and engines owned by Continental arc
tgagefrj^ara

(a) Does not include 11 Beechoaft 99, seven DC-3, six YS-11, eight
.._, Jwchfld iand.12 Metro n aircraft having an aggregate net book and

^f '̂̂ ^£^f '̂̂ SSis '̂̂ '̂ »^ . : i^jrcaliiabfe.^^ which aircraft have
In 1969 Continental sold*nd leased badc21aurcraftand;dis- •• Jfe?L«|eaned to be surplus to the commuter's operating needs as a

posed of oneairoaft which was being leased to an unrelated party. Jj^tf Coral's subsbndal dfom to standardize its commuter
In>nel989,Continentalenteredintoanagreem(Mtwith'nie •&*£*** OHIO*** *****1*UU*nmaA*w*

Boeing Company to purchase 50 B737-300 narrow-body aircraft
with an option to purchase an additional 90 such aircraft for an
aggregate purchase price (including options) of $2.8 billion, which Owned aircraft in the above table include aircraft owned by
price assumes an'indexed price escalation factor. -With certain Continental and leased to the commuter subsidiaries. Substan-
notice, Continental .has the right to convert its firm or option tially all leased aircraft are leased on a long-term basis by either
B737-300 aircraft to B737-400 series of B737-3(Wseries aircraft. Continental onthe^ubsidiary...
Prices •may.-be liigherar lower depending on the actual'escalation • "'Continental-is continuing to purchase commuter aircraft. As of
factorat .the rime of delivery. Deliveries are scheduled Aom.1992 December 31, 198?,30EMB 120 aircraft remained to be delivered
•though 1995 onthefinn aircraft and nx>m 1995 through 1997<M .at an -aggregatei^bst ofapproximately $168 inillion, with deUV-
the option aircraft. Pursuant to the agreement ̂ tfr the Examiner, cries scheduled through the first quarter of 1991. In addition,
Continental ihas agreed to provide ̂ to -Eastern certain jrarchase 13 ATR-42 aircraft remain to be delivered at an aggregate cost of

/*optioroonddrveiyro£^ • ...«pprozimately»$100 million, with deliveries scheduled .through
In November 1989, Continental agreed to purchase a total of 1990. Continental expects to lease all of these additional aircraft

to its subsidiaries. Various forms of financing support are
available in connection with these purchase agreements.. At
December 31,1989, financing commitments hfrd been secured for
.all -of ithe .aircraft scheduled for delivery other than the last

ryalanfmrfaaoE/The^ ;20:EMB.J20. aircraft. Management of Continental believes that jt
'''depending oh^eles(^ation;&ctdr^ -linUnalize.su.bs the.̂ cquisition

20 Airbus A330 and A34Q wide-body aircraft, within <option*o
purchase .20 additional A330 or A340 aircraft :for an .aggregate

?puichase:price,7mduding option juroaft «nd rspare engines,-of
aassimiesaanainflatiorir

.. •
999»rsuanrio; . - » - " •

w^^1^

,i.^-..-f.f)l,^tfiiKV.^~f.-Jl^fJ.-. *. :-.if- -.•:•-. -...--s- ***•*. 0;.^*^K-t-'-y^.-v- • . • .'
nnt»nflnn» pmgmmc rtanrfatrfwd pilot training and^perating

^tetchan^eabiUty,of?airctaft among,the

While Gontinehtal has
soô ..v:̂ ;.v-:̂ ^
tal has Jbbtained^uDStantial^efm and

. Gontinental continually^reviews its jet and commuter flight
^equipment neetis and rnay determine to acquire additional aircraft

predelrvery financing cpmmitinents.frp^t^^ -or to sell or lease certain of its existing aircraft. •
turers, subjeci^ceriaifticc^t^ .located in
arrange specificrassetfinafifirjg.ipytheJc^ aircraft 'libuston.los Angeles,' I^ver; QevelaqctHonohilu an3 Newark.
and related equipment, ck>serto^;time^f^ '
based cm j^^
ance, however; that such third party fuiandngv^ be ava l̂e,

- -. In March .1990, .Continental agreed to lease^^om an •unrelated related ̂ expenses and services. In certain locations, Continental
-third party,ron A tong\term basis, one;B747^ -owns hangars and other fiuilities on land leased on a long-term
scrieduledforcteliveryjdiirijigthesew :basis,.which tfarilirirs. will .become the property -of .the lessor on
• See *!Eastern-F%ht Equipment* -rifor a -discussion, of <«rtain Vfermination^of the ilease. Attach of its hub cities and most other
aircraft-related transactions between Continental and Eastern^ r^ locations, Continental's passenger and baggage handling space is

As of December 31, 1989, Continental's commuter airline . leased directly from the airport authority on varying terms depen-
subsidiaries (Bar Harbor, Britt and Rocky Mountain) operated dent on prevailing practice at each airport. Continental also

rnaintebance^ltaxes, insurance and other facility-

fleets consisting in the aggregate of 101 aircraft, as follows:

Type

Seats in Average
Standard Age

Total(a) Owned Leased G>nfiguiarion (in years)
ATR-42
Beechcraft 1900.
BeechcraftC99 .
Dash?
EMB120
Fairchild ,
Metro II
Saab 340

Total

23
26
14

6
20
2

2

_6

101

10
10
10
2
14
2
2

SO

15
16
4
4
6

_6

51

46
19
15
48
30
46
16
35

1.3
4.0
4.4
10.2
1.2
30.8
12.5
3.4

maintains administrative offices, airport and terminal facilities,
training facilities and other facilities related to the airline business
in the cities it serves.

The City of Denver is preparing to construct a new airport
intended to replace Stapleton, which will significantly increase
costs of operations at Denver. In March 1990, Continental entered
into an agreement with the City of Denver to support the
construction of the new airport which is scheduled to open in
late 1993. Pursuant to the agreement, Continental will enter into
a 20-year lease at the new airport, subject to Continental's cost
per enplaned passenger not exceeding a specified amount. Also



pursuant to die agreement, Continental will be provided die gate
.concourse closest to the .ticketing terminal, and Denverwill issue

the construction of Continental support faotitie* including a
, . ' ' . ' ' * !••••_ , **

maintenance facility, flight kitchen and* cargo feciUty.Denver has
also agreed that all operations at Stapleton will terminate upon
opening of the new airport which will be located approximately
10 miles northeast of Stapleton.

Flight Equipment. As of December 31, 1989, Eastern's fleet
consisted of 191 jet aircraft, as fellows: ... '.""'. * .'.

Type "Total Owned Leased Configundod '(inyeais)
Three Engine •.
. DC- 10-30 (a) , '. !:'. .. . I. . . 2

L-101l(b). .V,r. . ; ;:."; . 14 '• li
240 • JUA

Ifeo Engine . „..• .
A300(e)....
.B757(0
DC9-51.....

^'"ibiai *JT:'^'; ' ":"

18
24
25
40

-...11 . . 7
17 7
•5' 20"' ,-'...

''39 '"• -i '-"- ' .-••'•"

.252
185
120
•»'' '"' :~

5.7
133

: "21:9
','• •'••- .'^y.-

• . '.'•'.:'. .-I . ., .„ ., . v. . i- .•-... ....-....:.. .-.--o^.. •. . •-;.'
(a') Eastern has agreed in principle, subject to certain conditions including

?Ea^
. '-'inthese-aiicnft'tb'Cohtinerital.-^-^*'.- •&:-^?JZJra^^s.̂ ; ̂ c^-.

•cunendy negotiating to sell or assign die balanceof itsl.-1011-fleet.
(c) Includes 18 aircraft on short-term leases to nnaffiliafrd companies
(d) Includes 'three aircraft -classified^u inonopexating property at

December 31, 1989..

subsequently leased to Continental and six auccaft VOJL were add

Virtually all the owned aircraft listed above«are subject to
mortgages. Hie aircraft shown as leased are leased from unrelated
parties on a long-term basis with the exception of five DC-9-51
aircraft which are subleased from an affiliate on a short-term
basis. During a portion of 1989 and the first quarter of 1990,
Continental provided to Eastern up to 16 DC-9-31 aircraft and
related crews, which are excluded from the table. Also excluded
from the table are six DC-9-30 aircraft that Continental currently
is providing to Eastern under short-term arrangements that the
parties intend to finalize as a long-term lease.

As of December 31, 1989, Eastern had no firm orders to
purchase aircraft. However, pursuant to an agreement with the
Examiner, Eastern would obtain from Continental certain
purchase options on delivery of 40 new B737-300 aircraft. See
Item 1. "Business. Eastern-Chapter 11 Reorganization of Eastern."

Ground Facilities. Eastern leases substantially all of its hangars
and ground facilities, including space occupied by its executive
offices and its principal overhaul and maintenance bases in Miami,
its bases in Atlanta, Boston, Newark and New York, and its local

ticket and administrative offices throughout its system. Eastern
has agreed to sell its hangar, cargo, terminal and office spaces at
John £ Kennedy and San Juan airports. See Item 1. "Business.
Eastern-Routes.'- .

Most'of .Eastern's principal facilities, or the land on which
they are situated, are leased on a long-term net rental basis.
The Dade County Aviation Department, which operates Miami
International Airport, has asserted that Eastern's long-term lease
at the airport for certain terminal facilities expired March 11,1989.
^Eastern believes that its leasehold interest extends through March
1998 and that its leasehold interest is subject to the protection of
the Eastern Bankruptcy Court

:.v Eastern and Continental have entered into a long-term lease
with the Port Authority of New York and New Jersey providing
for the construction of a new terminal at LaGuardia where current
gate space is tighdy restricted.

ami leal t tckin the ^ ' V ' -/A-'T . «j-'*Vi-." ^.' •'•£.•••'.•••• t. '• • •'•'.'l' ••!4>.j '̂'Sft;'̂ JiJffiJ5^S£'4Jiv:v:>^-_(f) ilndu^jwoflircraftwhich hwe Men^s^
"'•""'1996. -Such tfrcraft'are' c^

' TVwM«kA*ai 1OQO- '•" '' •'•• !••.'.'• .•': . ••, ...;•.: ••.•:..-.•".".

In February 1987, a person who alleges he is a stockholder of
-Texas Air filed an action inthe Court of Chancery for the State of
Delaware inland for New Castle County (the "Chancery Court"),
entitled Scbmber v.Bake,etal, turning as defendants Texas Air,
JerCapital Corporation rf-Jet Capital?) and certain present -and
fonnettdirecto
Carney, !Garrect,.Handmaker, Hickey, lorenzo, iMcCormick,

-;:£ohlady'Snedeker^and Wilson). Hie .action ^challenges, 'among
other things, (i) certain sales by Texas Air of shares it owned of
capital stock of New York Air and Continental and certain sales
by CCS Automation Systems, Inc.; ("CCS") a wholly ownet:

subsidiary of the Company at the time in question, to certain c
•••the individual defendants/f ii) loans-made-by -Texas Air in connec-

tion with these transactions and the subsequent repurchase of
-such shares of New York Air and CCS by Texas Air at a profit to
'such individuals,̂ (iii) certain •other loans from Texas Air to the
other defendants, and (tv) certain arrangements pursuant to which
Texas Air has made joint investments with Jet Capital. The action
charges, among other things, that such transactions were improper
.and lacked a legitimate business purpose and seeks an accounting
to Texas Air from the other defendants. The defendants have
advised Texas Air that they have valid and substantial defenses to
these charges.

On September 24,1983, the corporate predecessors to Continental
temporarily suspended domestic operations and filed voluntary
petitions for reorganization under Chapter 11 of the Code in the
Continental Bankruptcy Court. The Continental Plan became
effective on September 2, 1986 (the "Plan Effective Date"), at
which point Continental emerged from the protection of the
Continental Bankruptcy Court.

At the time the Chapter 11 petitions were filed, Continental
unilaterally implemented new wage levels and work rules for
all of its employees and rejected certain collective bargaining
agreements. ALPA, the UFA and the 1AM filed claims with ti-:
Continental Bankruptcy Court.on behalf of Continent
employees for alleged damages arising out of various actions tv-.
by Continental, including the rejection of their exec
contracts. Continental settled all union claims with ALPA. u^
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UFA and the IAM (with certain exceptions that are immaterial to
. .its financial position), withoutprejudice to the nghts of individual
^employees to^seek toipursue thelrdenvative^bare of such daims;
In accordance jwith their individual Bright under the union
settlements, individual, pilots-and flight attendants iiave applied
'to intervene in one or more of the claims filed by ALPA and the1

UFA, asserting daims aggregating approximately $40 million.
Continental has opposed approximately half of such claims on
the ground that the claimants failed to comply with the
intervention procedures prescribed by the Continental Bankruptcy
Court. Because the Continental Bankruptcy Court has already,
entered orders disallowing the,daims in-which intervention is
sought, any intervening employees will have>to obtain lulings
reversing the Continental Bankruptcy Court decisions in order to
recover on their daims. In February 1989, the Texas District Court
. affirmed .the Continental Bankruptcy Court's 1985 and 498$
-orders,-which denied claims rfor damages *from Continental's
rejection ̂ of.union :conrract3.;3bese Borders have:;been<appealed.
and argument was .held before the Fifth Circuit Court of Appeals
in January 1990. Continental believes it is likely that other daims
will continue to be pursued <on.appeal. JnJanuary 1987, the
BankruptcyCourt issued a NuncProtTunc order that changed in
certain ̂ respectS'its :oogu
ALPA, and issued .three additional orders purporting.to interpret
the settlement, one of which could moease£)ontmental̂ ;]iaDiu^
under trie settimentforseyj^cxp^ ^
imately $iw-mMon.-ln Jury life Aie ̂ ree^anualty ooro^ w

District Court granted Texas Air's motion for summary judgment
and entered a final judgment that the pilots take nothing by their
suit The pilots have filed an appeal The OTSW/group intervened
in local AJrv. ALPA (a suit originally brought by Texas Air in the
District Court, seeking a declaratory judgment that Texas Air had
no liability under the side letter) seeking damages for the alleged
breach of the side letter by Texas Air. The litigation was settled by
the ALPA settlement and on that basis, the District Court entered
an order and final judgment dismissing ALPA's claims and the
O'Neill group intervention. The District Court, in an oral ruling
from the bench, .stated the side letter did not create individual
rights in .the intervenors. The O'Neill group appealed. An
argument was heard -before the Fifth Circuit Court of Appeals on
March 6, 1990. The Aaair group, 48 resigned and retired pilots,
brought suit in 1986 in Colorado State District Court against
Texas Air seeking <iamages for the alleged breach of the side letter.
^rme spring of 1989, the court submitted the feet issues in the
case^to ajury;without .ruling on .Texas .Air's legal defenses. On
May 18, 1989;* jury determined that the side letter was intended
to be a guaranty of Continental's collective bargaining agreement
Management of Texas Air and Continental believe that die pilots
TOU not be entitled to any recovery -because, among -other legal

. defenses,̂ ) all .daims .under ime .side letter, if any, were settled
and .released by the. AIJ>A settlement, .("') the. pilots are not

'.entitled to vdamages because .they were on :strike, (iii) the
nasr,a Ac pilots .were ..not

.District-Court reinstated and affirmed (.the £hretjanuary~.1987
1987

«.i

«b6[ded ^> contract rejection damages and, (iv) the duration of
Continental/

Nunc-Pro Tune Borderexceptih-so hr as the order extenc
period.for pilots: to accept recall And authorized Ac Bankruptcy

/Court jto.&rther^oflife^
•Continental has..appealed :the«District Court's>ruimgsanirrning
the tfaiee January o

ALPA collective ̂ bargaining agreement; .which was rejected
September 23,>1983. Additional. and substantial proceedings are
necessary. for :the court to rule on Texas Air's legal defenses and
another jury .trial would be necessary on damages. Continental
:has agreed to indemnify Texas Air for any liability.

March and April orders pending Continental's appeal ofjuch .
order to the Fifth Circuit Court of Appeals. Indmdual pilots have
also filed a lawsuit alleging that the back- to^work provisions :of.
the ALPA.settlem
striking pilots. Continental intends to contest vigorously any
efforts to amend the terms of the ALPA settlement inrarmanner
adverse to it or its current employees. - ."" "; . . • • • " • " •''

In addition to derivative claims being pursued by employees,
individual employees filed claims with respect to Continental's
Chapter 11 filing, including claims for damages from the rejection
of union contracts and for furlough pay, of which approximately
$28.6 million has not yet been resolved. The determination of the
amount of disputed claims remains under the Continental
Bankruptcy Court jurisdiction. The Plan does not require
Continental to set aside funds for the payments of these daims or
provide a limit on the amount of these daims.

Current and former Continental pilots have asserted daims that
Continental's rejection of its ALPA collective bargaining agree-
ment violated the terms of a side letter between Texas Air and
ALPA executed in 1982. Three groups of pilots have brought suit
against Texas Air seeking damages arising from Texas Air's alleged
breach of the side letter. The Moos, Syke group is composed of
approximately 280 pilots who filed suit in Texas State District
Court, Harris County, Texas. On January 10, 1990 the Texas State

^setdement Jawsuits that
contested the Continental Merger in February 1987, Continental
agreed in March 1987 to pay $3.73 per share of Continental
common?stDck held .by its .former stockholders in addition to the
.merger consideration of. $16.50 per share. The settlement does
not encompass the lawsuit brought by American General Corpo-
ration and American General Life Insurance Company (together,
^American General") in the Delaware Chancery Court against
Continental, Texas Air and certain directors of Continental and
Texas Air. In its action, American General alleges, among other
things, that the merger consideration is inadequate and that the
Continental Merger is unfair and violated the terms of warrants
to purchase up to approximatdy 5.1 million shares of Continental
common stock, subject to adjustment, and an option agreement
granting certain rights to subscribe to future issues of Continental
common stock, which warrants and option were received by
American General in June 1983 in connection with a $40.0 million
loan by American General to Continental. Pursuant to the terms
of the Continental Merger, Continental believes that the warrants
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. V .were converted into the right to receive the merger consideration Litigation Rotating to tho
• Ur • and'thatidie^option ceases.to^be^applicable as-a -lesnlrof the .In^eptember 1986, a purported dass action entitled Wear ft Eastern
• ' • '" Gonfaentsflfyleige^ •*»?>C*"ntTty- r^i^f^fTt

ta'March 1987^bnerica^ =of its-directors and lens Air'alleging, 'among
judgment asserting that4ts wanants are<exeirisable;fbra^ defendants, aided and abetted-by
of shares bf Texas Air common-stock equal to eight-tenths of the ' Texas "Air, breached theirfiduciary duties with respect to the
number of shares of Continental common stock previously negotiation of the agreement providing for die merger pursuant
subject to such warrants, on the grounds that similar options were to which Texas Air acquired Eastern and the payment of allegedly
offered by Texas Air to certain employees of Continental pursuant grossly inadequate merger consideration. The action seeks
to the Texas Air 1987 Stock Option Flan (the "1987 Flan"): In . damages, among other things. A second lawsuit, filed in
January 1968, the Delaware Chancery -Court held, among other October 1966 in the same court entitled Kronfeldv. Eastern Air Lines,
things^diat the Continental Merger did not breach the 1983 J«a,tf^ alleges the«amegrounds for relief. •:•••—.' ~; , '
options-agreement, and ̂ that'iipon exercise of itrwarraats, * ̂ November 1986,* purported dass action entided torn; W*/

'••'-•-. American General has theiight to the same optionsto be granted , v. Eastern Air Lines, Inc.-was filed in the Chancery Court Such
• to Continental employees under the .1987 Plan (in addition to action seeks; among .other ihings, to require that each bolder of

. American General's COTtiactual right to dtemergerconsideration). :«any of ^the five series of Eastern's outstanding subordinated
'Continental ahd^exai^ certain -consents/were
''decisictt:'̂ ^ payments

one of the judges subsequentry oUsqualified riimseu; and a new ticket vouchers, regardless of whether such bolder gave his
hearing^ras held April 11,1989. Thereafter die Chancery Court, consent Also in November 1986, a purported dass action entitled
on its own motions-set the appeal for the hearing iwvkw, which L0fi«WBfavft£a^
hearing was held in September 1989. Adecision is"pending:11ie .' QianceryCourt. This lawsuit has been consoUdated with the Kass

^6ptions;granted^:^piQyee«Bti^
holders will^be'itutbrnatically suspended Jn certain^^ab^J^was^filed the^sameimonth, assertmg^he same claims as in die
mdudlngdiie'award^ihiu^ i.--.-•.. °.i^f"-K:s.̂  .x-x -̂--.' •.
Validityandefifectpf^hes^povisionsisatissuettithe appud^^^^dirtiioivembei^ Hastm&Mjtrtogb, et olv.

* f " , •. ^s, ' • ""» . . • • • . • • • * V<^B>.^ • ., / >i^jjt. *• 'Jfl^j gTSfSyff* ji«_^vrurjf vJJa, ™ i »•>.-'.. • •-"• . • • • P_ •. "

. '•'On'-Mayll,-1988;'Amjencan^GeiDerai-attempted^to exercise'Jits'-:
 :-^3oc^J^\MpcMttM, itfiw wasffledm-die^FlondaDistrict Court by,

%^Gofltinental%ecause9Df iiamoi^tiriiets^Hieieaders o^^
American General's iefusalrtoaccept themerger consideration's "^Easten '̂menirjers^f Eastem'sBoard of Directors, and Texas Air.

The suit alleges, among other things, that there were
nnentsand omissions :of material facts in the proxy

n^paymentt>f the wao^ts.Cbntinentaiha^ extended^
tion date of the warrants'toTjune 10,1990, to allow"an
determination ofeadiparty!s'rights. .•'••' &••'"• ...j.?;̂  ••!?1s.'':;-vijrt»»nc'_ . materials-'relatine~to the-Eastern-Merser'and that Eastern's

•" •**t^£im-'*fmr . . «L *ff '—' ' * jii1-"* "fl" • • "y""-"/"."-*1 J"*JL«"- J ":''.".*%>»1** I"Vi:*--r' " "" -• _ . — ^? •. _ _ _ _ _ ^* _ _ - -

^iihst^
U5. District Court for theNorthern District of Californiaaeeking'
substantial damages.' In the bwsuits/Gontinental and New York
Air alleged, among other things, that preferential schedule displays
on the American-and United CRS caused travel agents to,make
reservations on these carriers even when Continental or New York
Air would have more nearly corresponded to the customers'
needs. The suit against United has been setded. The suit against
American will be setded pursuant to the agreement to sell certain
assets to American.

In October 1987, American filed an action in the District Court
of Tarrant County, Texas against Continental, Texas Air, Eastern,
System One and certain other affiliated companies. The action
alleges that the defendants, in contracting with travel agents for
the use of the System One CRS, wrongfully induced certain travel
agent users of American's CRS to breach contracts relating to
such use. The action seeks, among other things, direct and
consequential damages amounting to unspecified millions of
dollars and exemplary damages in the amount of $100 million.
Pursuant to the agreement with American, this suit also would
be dismissed.

$jiirectDis.4>ieacneo T̂ ***1** :iiduciary -duties* following -the Eastern
Mergeiiiplaintififs amended their complaint, among other things,

certification ^as a dass action on behalf of all .employee

on the;tssue of compensatory damages. Hie Florida District Court
did not grant dass certification on the remaining count, which
alleges die wasting-of corporate assets. Thereafter, Eastern
.conceded that this claim could proceed as a derivative daim.

In February 1987, Eastern filed an action in the Florida District
Court alleging that the IAM and certain of its individual officers
had attempted to coerce and interfere with Eastern representatives
and circumvent contract grievances and bargaining procedures, in
violation of the RLA and common law. In March 1987, the 1AM
filed counterclaims alleging that Eastern had attempted to
interfere with the 1AM and its representatives and to frustrate the
grievance resolution process, had made unilateral changes in the
collective bargaining agreement, and had furloughed IAM-
represented employees, in violation of the RLA and Florida law.
In January 1988, all of the LAM's claims were dismissed, except
those based on a theory of anti-union animus.

In July 1987, ALPA filed a complaint against Eastern in the
US. District Court for the District of Columbia (the "D.C. District
Court") alleging, among other things, that Eastern, acting in
concert with Texas Air, has transferred routes, aircraft,'and other
assets to various other Texas Air subsidiaries in violation of die



fRLA. The complaint seeks -unspecified money damages and, . In May 1988, Eastern and Texas Air filed a suit in the Florida
:V :''*Tf>|!lfel*fr^>'fc8BS^ -tafag ail ̂ ..
*•' ••'actionmeceasar^

similar oand various -aspects. 0f ̂ rida ̂ mmon W byMarch rl988,
actions in^the D.G'DistnctXGburL-Iliese actions bave-been
consolidated with the ALPA action described above. The action

concerted plan'to so tiamage-Eastern that Texas Air would be
forced to sell Eastern to ALPA and the IAM at a bargain price,

filed by the IAM also includes Eastern's directors, Texas Air, The damaging conduct alleged includes a defamation campaign
Jet Capital and System One as defendants. Hie defendants have and the "slow-down" and "sick-out" discussed under Item 1.
filed a motion to dismiss the ALPA complaint -or, in the • "Business. Eastern- Employees." The suit seeks, among other
alternative, for-summary judgment with respect theretoand. have things, $1.5 billion .in damages and an injunction against certain
filed a motion to cfamfoijthfl^<oijpldiyV3y^«^.^r.^v^a-- conduct 4n July ̂ 989. the Florida District Court denied the
::-*In .response ̂ rEasteriS's^n^un,cement-that ̂ t would defendants' .4notion»*o -dismiss, /although the .defendants

-:.•: implement.cfaangesjn irsili^tscnedule.gffectwe^ugust 31» 1988 subsequendx filed a renewed motion to dismiss based in part on
^\andiudp^ constitutional ;grounds. In September-1989,, the defendants filed
t::/ ifUed motiprtf^-j^/jespectiye^boverr^^ y "^heir-answers -and.asserted counterclaims against Texas Air and
*|i£eel̂ ĝ &^
p̂iaBgesjilliHR^̂

^ij^rohibiting £aste .̂̂ in^lpu|;hing^tsruni^ named parties participated in acts of
-'?'semplc7cesuntflEagternand ."• rnaU^rand.^wuejfraud, extortion and securities, fiaud and-de&med

• "r^aisainine.procedures of=the iRLA-iln iSeptember 1988,the^US, ^them through statements -made to Continental and Eastern
— t «T i ^f .• •• ^* * . ••.••.*!• • -f . .. *."••. m^f^.L .'• m m -m ' .. —m^-T "- '•JJ"5i __!.. . . .^^ ' .

othersnThese claims ;include-class Action
v£oirt of Appeals^) xevers^ ^pen^f Eastern > common

ftynaiiftffi^ -prices^^^puritej^^ms^ck,
1 Al ^' ^"J ^ ^"~:---"^*H^

tt̂ Siî s^aBga*^^^ •
' 'kmages and ̂ ^rneysfees, Texas Air and the ot^

hdch;has «ot been served, filed motions
^mchrmotions .are spending.3n

jCtoober^198?, AlPAand the IAM filed motions in the Eastern
i^pt^lppurj^^ifjl;,^^

bargaining. In March,1989 t̂be>l̂ C4District Ccnirt
it would grant .the.IAM!i
would reserye^any/furtheractionfpendii^^fesQhptipn
Eastern Bankruptcy Court-of the impact of tfaeiiutomaricstay^r^: ^codefendants. All motions are pending. ,,.,.:-̂ .

opposed .these^motibns and filed an adversary complaint in die
Eastctn-Bankfup^r^;O>urtvtO'-enterva, stay to. enjoin; prosecution

..against .Eastern's .counterclaim

A shareholder derivative ^ction,̂ entided 4rioia}». Thus Air
Corporation, 4aL, was filed:in :the Chancery -Court in

:vjn -March 1989, A case entitled Copelandv. Eastern Air Lino, Lie.,
etal, was filed in the New York State Supreme Court, County of

1987 against, among others, Texas Air 'and .certain officers .and 'New York, against Eastern, Texas Air, Jet Capital, System One
directors of Eastern. Hie lawsuit, brought by a holder of several and Continental. Hie complaint alleges that various transactions
series of Eastern preferred stock, including its 20% preferred, but between Eastern and its affiliates constitute avoidable convey-
funded by ALPA, alleges breach of fiduciary duty of loyalty, waste ances under the New York Debtor and Creditor law. Plaintiffs
of corporate assets and breach of Eastern's Certificate of request (i) setting aside such conveyances and transfers and
Incorporation. Plaintiff seeks (l) an order (i) temporarily appointing a receiver to take charge of such property, (ii) an
restraining defendants from causing Eastern to transfer any assets injunction restraining Eastern from engaging further in such
to Texas Air or any of its subsidiaries; (ii) rescinding the sale by transfers, (iii) an injunction restraining the non-Eastern defen-
Eastern of two computer subsidiaries; and (iii) granting plaintiff dants from further conveyances of such property acquired from
the right to convert his 20% Preferred into Eastern common stock Eastern, and (iv) damages and costs. In May 1989, the case was
and the right to vote with respect to the sale of certain assets, and removed to the Eastern Bankruptcy Court. In November 1989,
(2) unspecified damages and costs, including reasonable attorneys'
fees. The defendants moved to dismiss the complaint and
plaintiffs filed a motion for a preliminary injunction. In June 1989,
the defendants removed the suit to the US. District Court for the
District o f Delaware. • . , . . - • , • - • ,



the Eastern Bankruptcy Court, with the consent of the parties, reasonable period after the strike had ended. In February 1990,
permitted tthe plaintiff to amend his tomj)lamt,among> other ALPA filed a motion for reconsideration >of its emotion to
things, to *dd ALPA as a plaintiff, "to'December ?1989, Eastern . withdraw the reference, which motion is'pendingrA trial on
filed"* motion to dismiss-the complaint in January 4990,;the the bid-related portion of Eastern's complaint is scheduled for
Eastern Bankruptcy Court, without deciding Eastern's 'motion, March 27,1990. A trial on the remainder of Eastern's complaint,
enjoined further prosecution of the case until April 30,1990. " relating to Eastern's continued use of its temporary-work rules,

Also, in March 1989, ALPA sent a demand letter to Eastern, will be scheduled after completion of the trial on the bid-related
Continental and Texas Air seeking to initiate seniority integration portion. ALPA has agreed not to litigate in any other forum any
procedures pursuant to certain labor protective provisions arbitration or judicial complaint on any of the issues presented by
contained in the last Eastem-ALPA collective bargaining agree- Eastern's complaint.
ment ALPA soughtthrough its demand to require integration of In February 1990, a group of 18 formerly striking pilots filed a
the Eastern and Continental pilots. After Eastern objected -to complaint, purportedly on behalf of a class of approximately 1£00
ALPA's demand bnr the'grounds that the arbitration award-on unreinstated former strikers, against Eastern, lens Air, Jet Capital
whidiiALPA's demand was^aseii dc^^iot tecpiire'medntegra-, . and me Administrative Committee of the Eastern Pilot Pension
tion that ALPA soughtirnd'violated the automatic stay, ALPA <S" Plan, alleging that Eastern violated the RLA by improperly
filed a motion in tthe Eastem"Bankmptcy^Court''to-lift !the stay ...denying them the tight to return to work in seniority order after
in Border^o permit .the 'seniority integiatibn tO^rbcee^^In' fALPA-made^^ unconditional offer to teturn^toswork on their
September l989i1:he'Eaŝ
allowing the arbitration award torbecome final,-but-staying any. .obligations to the Eastern pilots' pension plans, in violation of
action by ALPA purporting to •enforce 'that award. ALPA has AeKLA,RIGO^nd the civil rights act In March 1990, the Eastern
appealed that order to the US. District Court for the Southern . Bankruptcy Court enjoined this action .as a violation of the
District of New York (theHMNew York District- C^urt").̂ ; ^rv"- autdmaticrstay.'" • "

- '̂ •.••lh"iSM>tem|Mir:.IQ^p(:^TiLPA'fii^^.y^mpI^taBytA'ihg^Flnri^a •3^:tt&^"-'iW-^~f^-Z^^^^£^^?Ki^\^-^~^f. "••: '• •
• District taurt seekmgmjunctive^ u '^v - -

RLA's status quo, coUectrve baigaimng^and norich^ a list of its creditors and the amount of their
:prov^ons~ based ̂ pon~I^t^^ filed with the Eastern ̂ Bankruptcy Court
. ^Continental aircraft and pUots to % Eastern revenu^ l(the^Schediile")/S Code allows any creditor to
^EftsternTtheri^filed -an^adversary .complatntln^e^Enteni v^WfrKrtf of^dalm ^rith^the Eastern Bankruptcy Court,'which
Bankruptcy Court seeking to enjoin ALPA's 'Vet.lease l̂itigation claim-is deemed an allowed daim unless aparty .in interest objects
on'the groundstthat AlPA's complaint ^vioUtedtthe::Opde's ^-.'thereto. Jf .an objection is made to the allowance .of a daim, the
automatic stay provision. In October 1989, the EasiemBankruptcy Eastern B^anK^ and hearing, will deter-
Court entered an order directing ALPA to dismiss its wet;lease ^ n^ daim. August 31,
lawsim^whkhlAl^ilh^ 11 estate
order to the New York District Court V, !^;2-'^^^f^ .jfrdalmi arista befo

On December 1989, Eastern fded an adversary ̂ m|^t^d^
'_ ' ' " ;^rea»ithan*Eastern's estim

challenging Eastern's practice of not accepting bids submitted by Eastern'believes mat many of these daims are invalid, dupJicative
striking pilots because such pilots were on strike, or by formerly or based upon contingencies mat have not occurred.
striking pilots when Eastern had-no available vacancies r>ecause ^Unless omerw^
replacements had already been hired to fill such vacanciesrALPA tion against Eastern described above were automatically stayed
had filed grievances after each bid 'contending that Eastern's upon the filing by Eastern of a petition for reorganization under
conduct 'violated the Eastem-ALPA collective: bargaining agree- Chapter 11 of the Code. Leave to lift the stay and allow the actions
ment. Eastern's adversary complaint also sought a ruling that it to proceed may be sought by Eastern or by other affected parties
could continue for a reasonable period the use of temporary work from the Bankruptcy Court In the various asset transfer cases
rules it had implemented at the commencement of ALPA's strike, described above, Texas Air and the other codefendant affiliates
After the Eastern Bankruptcy Court issued a temporary restraining may seek from the Eastern Bankruptcy Court and the other
order, ALPA moved to withdraw the reference of Eastern's adver- relevant courts extension of the stay with respect to themselves,
sary complaint from' the Eastern Bankruptcy Court to the
New York District Court and in that court sought a transfer to
the Florida District Court. In January 1990, the New York District
Court entered an order referring Eastern's adversary complaint
back to the Eastern Bankruptcy Court for trial. Included in the
New York District Court's order was a ruling that Eastern had the
legal, right to continue to use the temporary work rules for a

Pursuant to the agreement with die Examiner, certain of the
proceedings described above, or portions thereof, would
be dismissed.

Management believes that the discussion under Item 1.
"Business. Effect of Eastern's Chapter 11 Case on Texas Air and
Affiliates" accurately states the effect, if any, that the litigation of
Eastern described above will have on Texas Air and its affiliates.

In addition to the above lawsuits, Texas Air and/or its subsidi-
aries are involved in various matters of litigation, antitrust
proceedings, personal injury and other civil actions, as well as
other claims and disputes that could result in additional litigation.



14.
Not applicable,

The Mowing table sets forth certain Jofonnadooie^^

Name, Age >nd Position

Fiancisco A. Lorenzo, age 49

Business Expenence

CottfExtQittvc Officer,
Pftttatntaxdutmtor

Qiairman of the Board (since December 1985), Chief Executive Officer (since June 1980), President
Qune I960 to December 1985 and since June 1986) and Director (since 1972) of Texas Air, Chairman of the
Board And Chief Executive Officer (March 1982 to December 1968 and since October 1989) and President
(September 1983 to April 1984 and July 1987 to January 1988) and Director (since November 1981) of
Continental; Chairman of me Board and Director (since October 1986) of Eastern; Chairman of the Board
-andDirector(sincei969)bfjet Capital. >• . .

Robert D-Snedeker, age 47
ExeaamVicePreiaait, ..-' ,,

. - - • - .John B. Adams, age 43
SemrViaPreaJeat

VicePresidentand Treasurer (sinceJune 1989), Senior Vice President and Treasurer (June 1980 to
her 1981and July 1982 to May 1989) and Director (since July 1982) of Texas Air; Director of Eastern

jaetary^andTieasurerandDirector^ -:\ V :: " :nV

*'^"H%' "*** ^ ^"'(June WB7Air; Senior Vice
r-.t«a.,.,

•••.•-. «^ "•".•»*T"t~Tifc~ •~"'4 -4 """ 'i*i*~f "»""*• ri. • -*:™*~.rSeniorVicerPnnident^since^inuary
-to January 1989) of Continental; Via AcsidentrUuman Resources (October^ 1986 tojune 1987) of Eastern;
Vke PresiQ t̂-Personnell[Septeniber 1985 to October 1986) of Continental; Senior Vice President-Human
•Respiiica(|uly^5eptembtt ofTrans WorldAidkies,lnc; SemorVkePreskient-Persbnnel (1982 to

Senior'̂ ^IVesidenr-pperations and'iechnical
to0anuary 1983 tojune 1984) of Continental

Clark H. O
SauorViaPnadait

''' ~"^^^

J. David Grizzle, age 35
VutPnadattanJ
fissKuBt Gtnml Counstf

Elliott M. Seiden, age 44
Viet Prtsutent and
Associate General Counsel

of DalfortCorpora^on^aidine holding companyX Dallas, Texas; similar positions (January 1981 to
September 1985) wimBraniff; Inc,Dalfbrt and affiliated companies.

Vke President and Associate General Counsel (since July 1989) and Associate General Counsel (January 1987
tojune 1989) of Texas Air, Via President-Administration, General Counsel and Secretary of New York Air
(November 1984 to December 1986).

Vke President and Associate General Counsel (since July 1989), Associate General Counsel (April 1986 to
June 1989) of Texas Air; Associate General Counsel-International and Regulatory Affairs (December 1985
to March 1986) of Continental; Section Chief-Transportation, Energy and Agriculture Section, Antitrust
Division, US. Dept. of Justice (October 1977 to November 1985).

There is no family relationship between any of the above executive officers. There are no known arrangements or understandings
between any executive officer and any other person pursuant to which any of the above-named executive officers was selected as an
officer. All executive officers are elected annually by the Board of Directors to serve until the next annual Board of Directors' meeting,
which follows the annual stockholders' meeting.
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Rartll In deciding whether to recommend the payment of dividends,
management of Texas Air will consider Texas Air's earnings and
financial condition and other factors. Texas Air's ability-to pay
.dividends over the long term will depend son the earnings, if any,

and
The common stock of Texas Air is listed on the American Stock such subsidiaries' ability to pay dividends to Texas Air. Certain of
Exchange and the Pacific Stock Exchange. The following table Continental's and Eastern's indentures restrict die payment of
gives the high and low sales prices for the stock as reported on dividends based upon certain financial tests, including each such
the American Stock Exchange for each quarterly period during the company's respective net income. In addition, dividends must be
past two years:

Low
1989 KfttQuwter. ;

Second Quvter.
Tbra Quarter.

15*

23U
12
15

1988

paid on Eastern's publicly-held preferred stock before dividends
may-be paid on the Eastern .common stock held by Texas Air.
.Payment of dividends on Eastern's common stock and on
Continental's common;andpreferred stock was not permitted by
.each company's .indentures based on its respective net income
through December 31,1989. As a result of the Chapter 11 reorga-

tnization, payment of dividends by Eastern is subject to .approval

, . .innu«£BBicr............»...-•..,.....;; ».._.j......r-............ tsu -a
. ••• ̂ 'Buuith Qwrter^rTr îH-.-j!ara6*s-.fciji-« •&*&£. /wsiiaW;-j»ifi?iS.:•:•*:: • riBM :-lllk

1 "«•.•'.'' !;" •'• ;'i ;.•"•'v., .»• • ffli<.>"i'̂ -V;.«&•'.?] 'viv' '¥jl!tev-*j5^5i:'*r:r"-•*•••:•.. ,"'^'.' ~£l

TJJJ^^^j^^
^';^^5>r^^^^^- 1136%Preferred, Texas Air has paid _
-••.-. .:*••:, ̂  ''^fj ^&M quarte3y' dish dividends on such stock beginning in^the '

•-.-.• jecond quarter of 1969.."" '.- . • • - • • • - • •* • • - -^ -
;'?'As of March 30,1990,2,040,000 shares of Texas Air's Class A
.common sjtock^are issued and outstanding, all of'which are held
by Jet Capital. Eairh .-share of Class A common stock entities -the
.holder thereof to ten votes on all-matters submitted to the vote

*harphnU«>» .except with respect to the election pfone-fburth

As of Rbruary 28, were approximately 32,627>"--"^-^-.-i"-- • • • ' •

;iany:mndslegaVy available itheieforew
>-' •• "^ •«-: _ i'. ̂ fjj^^^; Dut^bject^ex<^ as if each such'share1!̂  been'

;<toclc)<.td;;die_;:payment -of annw^ :";j-iconyerted;intoone'hatf of a share of common -stock :immBniatfiy .
dividends on Texas Air's outstanding preferred stock and subject prior to ̂ JBrord date for such dividend However; in me case *
to the right of holders of Class A common stock described below, of distributions payable in common stock (including pursuant to

. '~"^v ^aMtiol^
of Texas Air contain restrictions on the payment of dividends by to participate with the common stock but instead are entided.to

are distributed. £ach share of Class A commonon .three of its .Jfoiu^refened issues .since the t ird quarter

•''*iW*^ ¥^^***«&*'f •»«*•-.

• ..... v '-^ •.'•*•''•;*•;' ••<, :4Kc.?F$'Xi&:i.".'"n- •^••:::' •:--.i-^.-,.r^- >..:?;-^^:! ;r,-T- •'•.•'•" :»•-•-;.: ."'" " • ' • • - • - •

conve



6.84
•.: _The;:followjng-^able sets, forth:certain consolidated financial data of Texas. Air. as of and for the years, ended December 31
(SnthmisanoXwe^jte^

Operating income (loss)..'
Net income (loss) (a)
Fhmaty earnings (loss) per common share:

Before extraordinary credit
Ecttaocdinaiy credit
Net income (loss) :•:'.".'...'...'.

nitty duuted'earnings (loss).per common share:
DCPMC citiiorninaiy credit...»:«-... ̂  .*.......

$6,04,075
(637,295)
(885,628)

(22.71)

(22.71)

1988 1987 1986 19» c-

8£72J28 $8,626,031 $4.406,897 •£ 1.944,1*)
(237/176) 128,323 237378 164,703
(718,638) (466,146) 72.703 90.981

(1&88)

(18*8)

(12.58)

(12.58)

.63 2.49
1.10 2.34
1.73 3J03

dM0^CMtiDjMijB]BjUJî ^

(22.71) . (18*8) (1158) '.- . <6B 1.81
'-• -- . - - -• .99- - -4.78
(22.71) (18J8) (12.38) L67 3.59

VlOJOl 8X9.437 8,194,611 1̂ 36338
53H955 5397,937 4,943,648 1,109,183

462,902 448.728 3BO£62' 32JD12

. U6

(a) Net income for 1986 and /1983 induderextraordinary jaeBjti&t'-
'. $30,466,000 and $42366,00$ respectively, representing^utilization of .

' t:/ netyoperabng loss.carryforwards whidi onset the-provision .for -

!"induded~in'%stiniated liabilities -'

^

. • ̂ ^~^9^f,.TW .^^ jjT, . ,y . •*£j^mS \

. i

.^TiiiedfCMBom|ytejiiicfe^^
' l '

.]::'>«» JBpBDJpnate for minority interests) and fixed duiiges crrhiding
"' ^allowshce for interest f*r*|tg^**n Fixed diarges are total interest
£•••'. expense ̂ '(before deducting allowance' for interest fapitalirrd) and

' •• related amorrjMtion of oept expense and one*nurd oriental expense
•*•_•' ̂ {whidi is -representative «f the interest Actors induded ihereiir)

xhaijed to income (lossj.' -For purposes of these* noos/ine preferred
ftdnnfttipai>y been'"increased

representing: die;j>^ îeainings^at
required to cover su^ dtvideoki

>tnpled^^si^of4ts^iduir
tions throughJthe acquisitions:of Eastern, People.-.Eĵ iJBM^ -proceedings of Eastern and its potential impact on Texas Air,
• , . „ ...... r-Frontie^^eTv^raLiregwnal

idiKtioi '̂fimafeAJBesMlla^E^ihrii^ >atnenditufe\«eaiiifeineiits:Anii

tions of Texas Air in the years subsequent to 1986 have suhstanrial financial-leverage. Eastern has taken steps to size down
•.significantly afiected by ̂ this growth. lexas^Air's financial tesults the scope of its operations, reduce operating costs and sell certain
have also>beicn vsigniftcandy .advers^ of its assets not required for its reduced .level, of operations. .In.
•culties yt Ffpytffrn ^nd Eastern's filitw for Chaptet. 11 •fppiBan*T^tfon addition^ System One. '.decreased, ̂  although to.* .more limited
in March 1989. .- ; -.^ .-...^r ;••.<.-:::. ̂ v-'.^tsww^T.-'T^s^.mBr? -o^greejiits level of operations to reflect the reduced size of Eastern.

Any comparison of year-to-year results .should also take into In February 1990, Texas Air announced that it would sell 50%
account the fret that airline results are highly sensitive to industry of its interest in System One to EDS. See Item 1. "Business,
conditions, and that industry conditions may vary dramatically System One." Eastern will continue to be required to dispose of
from year to year in response to, among other things, changing substantial assets in order to generate liquidity and continue its
levels of passenger traffic and fares. In part as a result of airline operations, and Texas Air and Continental could also be required
industry over-capacity, the airline industry has experienced periods to take such steps in order to maintain levels of liquidity required
of intense competition-which have adversely affected financial for their continued operations, although there can be no assur-
results. In addition, the airline industry has consolidated, which ance that such liquidity can be generated. For a discussion of

possible effects of Eastern's filing for reorganization on Texas Air,
Continental and System One, see Item 1. "Business. Effect of
Eastern's Chapter 11 Case on Texas Air and Affiliates."

Texas Air has from time to time considered and continues to
consider certain restructuring possibilities designed to increase
the value of Texas Air capital stock for its shareholders. Texas Air

has resulted in certain airlines becoming stronger competitors.
In December 1987, the Financial Accounting Standards Board

issued a new statement on accounting for income taxes. See
Note 9 of Notes to Consolidated Financial Statements.

Liquidity and Capital
As discussed in Notes 1 and 3 of the Notes to Consolidated
Financial Statements, Texas Air's consolidated financial statements
indude the financial statements of its wholly owned subsidiaries,
Eastern, Continental and System One, all of which are impacted



and its subsidiai i are continuing their review of possible restruc- service requirements (including interest) on Texas Air's currently
outstanding debt and yapirali/ed lease obligations, net of any
corresponding payments"

of indebtedness discussed below, are "estimated to
approximate $56.8 million in 1990. in addition, Texas Air's
pubh'cly-held debt securities have scheduled maturities of
$0, $742 million, $94.4 million and $0 in 1991,1992, 1993 and
1994, respectively, which amounts are net of the debt securities
repurchased in open market transactions as discussed bdow.

Certain of Texas Air's indentures contain covenants requiring
:, on a consolidated basis, of a defined levd of tangible

"'transactions.• ••••••""• *^ .•v;rai-:r1..'- *" : :v«»srtn.. • ••. -.w.., .-."MS • •*-tti(ipi<(K4"(

As of December 31,1989,Texas Air and its'Consolidated sub-
sidiaries had total cash, temporary cash investments and market-
able securities of $1.3 billion, induding $333.0 million hdd
by Texas Air (parent company.only), $257.4 million hdd by
Continental and $661.7 million hdd by Eastern (of which amount
$574.9 million was restricted and held in segregated accounts for
the benefit4>f Eastern's creditors). See **- Eastern." This position net equity. .Due .to .the substantial losses recorded during 1968
compares to a consolidated cash and marketable securities balance and 1969, Texas Air Ailed to meet such maintenance require-
of $889.0 ;rnillipn as bf|pec^nber3.i,;1988. These .consolidated . meats in late 1988 and was required to redeem approximatdy
amounts do not induce approximately $37:$vmlllion and $61.6 million of indebtedness Curing 1989 and January 19190.
$20.6 niiltion of affiliating 1989 and the first quarter of 1990, lexas Air
Texas Air and Eastern, res^ectivdy^which for in -open ̂ market-transactions approximately

.-• ̂ purposes areHimina^.fa^nsolidan^^ ^of its pubhV^ebt >securi
The $382^4 mflJjpiTmcrcase. in t£e conj^ ^nandatoryredemptionnreqmrements associated with said

. during 15W was larjjely jthe result of net^prttx^-aggregating . securities which might be required during 1990 and, in some cases,
-.; approximately $̂1.6 .billion J^m ;tlie-disposition,of property, . into 1991 and 1992. In addition, certain'indentures of Texas Air
^..-. *'* . -".-.:,i\- ..'.*.?• ":::.•• *ffi-i-Si .::T^».-\rf*r->':/??.:>£-*S'-1.!1!: •1*V.'V"'?*'t.-'WV^".:*'.+••'+ *:*• --«•- • '•<.:•• '•-• .' -.' -•. -..i.. • -i^' .-'v--- . --..--.«.'•...•. . i. -vL, '•• ....

r e^ contain restrictions on the payment of dividends by Texas Air,
.V1 • tnarJciptalw* -a^rnritW iariirl :;mfiifu4g '£f£a9h'i'At**rauirrt ^f^-^fycnj\y ^^J^tfiSWint'^ -which '^hff^CvOniMny 'Hyg hot .paid dividfIldif ftn -ft*Pf

E ,̂̂ .̂ v^f^^fp of 1988.
• «JJ«I«M«M« '̂'̂ "J'*^*^"'--''''* '- '*- V •*" ""' '•*'—* J ""-• - "'*''"• ''- - I -i -̂ *- -paymentnmoperatbruof^prb

^^8CTffltM8^^
"•• '• *'. •.<n%l%^»«iM^»*«« l̂«r'-̂ '»>i<-rr •Uai«JM» mu»H.'M*iiAmiiS[-f^^fftmftii!fSiittMt»mKmm^l.'v'i^V'.!$K»»ig"A••&«»» :m««i

iftgSJa^SiiriifcljE^ti.i-!^ .*''^^'
SKrff«£*t*.:V;^i*^- V--. •- .»...;.•.,••... ^j. -,-.lsur>stantial obligations of its subsidi- ~apprcodrrutdy^^milliOTandd^^

:«odc<rfirjDRndn^
Texas Air And its subsidiaries are highly leveraged. Such:

substantial jevds::of debt, combined v^th me m^ levd of fixed ;^C^ntmen^ repaid in
•costs iiii the airline'1 industry, make Texas Air and its subsicUaries r "!>eo^ber ahd^ fist
vulnerable to declines in revenue which.could arise from general ;, quarter of 1989, lexas. Air advanced $39.Qmillion to System One
ecoiwmi^tonlni^ ,me£rst
employees^ln adcUtipi^^such4ev qiiarterofl^, Ae^39^ milU to System One was

l^irtrRjjj^^ totftenn loan bfy"^infrrgst-at 10%-per annu">,̂ "q*?y-

A*^ Texas Air has giiarantied and rr
Texas Air conducts mc^t^its operations^ among others, two years of
subsicUaries; rWtth the^exception Athe^ircdptxrfapploximately -interest(or4i69 million) on certain Eastern indebtedness (for such
$6.4inillionfadrvideiKfc4r6^ guaranty Eastern deposited $40million in cash with Texas Air),
not received significant-dividends fromIts subsidiaries in -recent certain Eastern pension obligations and the payment of dividends,
years, although it has feceived substantialincome from its subsid- redemption price and liquidation value of Eastern's 11.36%
iaries. In addition, Texas Air receives1 material income from its
cash investments and from lease payments and fees from its
subsidiaries. See Item 1. "Business. Eastern-Chapter 11 Reorgani-
zation of Eastern" for a discussion of the effect of Eastern's filing
for reorganization on payment of fees to Texas Air.

In October 1989, Texas Air sold to third parties $60.4 million
of Continental's debt securities that it hdd for net proceeds of
approximately $59.6 million.

Texas Air has in recent years received substantial funds through
the issuance of debt and equity securities. Accordingly, its cash
requirements relate primarily to its outstanding indebtedness and

Preferred. As of December 31,1989, Eastern's 11.36% Frefemd's
annual dividend requirements were approximatdy $27.1 million
with a liquidation preference of approximatdy $238.8 million.
Pursuant to Texas Air's agreement with the Examiner, Texas Air
has agreed to pay to Eastern $107 million on confirmation of its
plan of reorganization and will pay on Eastern's behalf in the
second quarter of 1990 $26.3 million of Eastern's deferred pension
obligations. In addition, each member of the Texas Air "controlled
group" is jointly and severally liable for Eastern's periodic
minimum pension plan funding obligations and could be jointly
and severally liable for the full amount of the plan's under-

preferred stock. As of December 31, 1989, the scheduled debt funding if an Eastern pension plan were terminated. See "Eastern-
Chapter 11 Reorganization of Eastern" and "Effect of Eastern's
Chapter 11 Case on Texas Air and Affiliates" under
Item 1. "Business."

Continental As of December 31,1989, Continental had approxi-
matdy $257:4 million in cash and cash equivalents -compared
to approximatdy $185.1 million at December 31, 1988. The



$72.3 million increase was the result of $220.0 million of net cash . financing will be available. In March 1990, Continental agreed
provided.iby investing .activities (including £406.1 million of to lease from an unrelated third party, on a long-term basis,

;. ;proceeds^c«^the disposition pf property 4nd equipment offset one; B747-200 'aircraft, which is scheduled Jbr delivery in the
by $186.1:3nillion of capkal^eipenditures) and $97.9 million of second -quarter of 1990. See Item .2. "Description of Properties.
cash generated from 'oper^ G>ntinental-Flight Equipment"
cash used by financing activities (including $140.6 million of net •/ -Pursuant to certain legislation and FAA regulations relating to,
repayments of loans from affiliates and $104.9 million of net among other things, collision avoidance systems, airborne
repayments of long-term debt and capital leases). windshear avoidance systems, and increased inspections and

Continental had working capital deficits at December 31, 1989, maintenance procedures to be conducted on older aircraft,
1988 .and 1987 .of approximately. $167 million, $274 million and Continental estimates, based on its current fleet, that it may incur
$212 million, respectively. -Because airlines typically have .no costs through the 1990's of up to approximately $203 million.
product .inventories and have substantial service performance However, this estimate is subject to revision based upon finaliza-
Uabilities duetto -advance ticket-sales, Continental believes tion of Certain regulations as well, as possible changes in
minimaLprnegative working capital balances are not unusual in Continental's fleet composition. Continental expects that the

"theairlineindustry. - ,;--:*r ± :~ :: . ... ':..: •;• - ,;-..:-. ..: -..-•: v costs of compliance with ̂ uch legislation and regulations will be
During 1989,'Continental sold and leased back 21:jircraft, funded through .internally generated funds and modification of

cost sharing provisions under certain Jease agreements.
.$115.million was.used m re .̂e t̂iiig4ebt:on tiieraircraft '̂These ;.. . Continental remains obligated tojjay approximately $84.5 mil-
sale/Ieaseback transactions resulted in deferred;gains of approxi- lion .upon the exercise of certain outstanding warrants (against
mately $147 million, -which amounts-will j>e amortized as a receipt of $42,5 million in consideration, which may be satisfied
reduction in lease expense over the term of the respective leases, upon cancellation of substantially all of a Continental promissory
In .eariyrl990>iContinenral jokLwd ieased bact-foiir/airoaft, note), all of which are held by American -General. American
rcalizing/iietpn>D^d^0t^pra .is. contesting the tetms^on which Continental merged
jrientof^.9milUon#fk^ :!kr: :,̂ .V^^h^;W^iA.a wholly owned subsidiary -of Texas Air in ftbruary 1987
T*E>urmg^989;*Gontinental ^agieedsttmlexseî ^ the.lerms of the .merger were
improyementsjand Jlig^tttcbens k^Qusjjoj^^^ thaUt is entitled to additional merger considera-

the issuM«;6f arrocrin^ . , .
trial revenue bonds: issued J>y.£overnmental^
principal and interest .payments .paid ^through long-term :lease ^pursuant -to «ale/leaseback transactions and settle certain litiga-
agreements. Also during ~1989^Contwehta^^^
mately $91 -million for the. purchase of new commuter aircraft,, which either -has been received or is not subject .to significant
certain atroaft spare parts Jind^nade Aircraft ipurcfaasc^c^pstf^^^ had arrange-
wiiidiramchiiat was. financed wimuter^ which could .generate an

v;v;;Cw^ i! lJ^tio .̂Bgprj^^ to
^ assets and. settlement

expenbUturesiunded trirou^tnelssuance^o^^ • • • .
bonds, Continental's capital expenditures during 1989 aggregated -.See "Eastern-Chapter 11 Reorganization of Eastern" and "Effect
approximately $97.million, a significant portion of which related of Eastern's Chapter 11 Case on Texas Air and Affiliates" under
to the standardization of the.fleets of Continental and its subsidi- Item 1. "Business." for a discussion relating to Continental's
aries, the acquisition of spare parts inventories and improvements ..potential liability related -to the Eastern reorganization and
to passenger terminal facilities. Continental expects its non- pension funding obligations.
aircraft capital commitments for 1990 to aggregate approximately Certain of Continental's debt agreements contain certain restric*
$100 million to $130 million, largely for the same purposes, which tive provisions relating to payments of dividends and maintenance
expenditures Continental expects to finance with internally gener- ofaminimum consolidated networth. Accordingtothetermsofcer-
ated funds or specific asset financings. tain debt agreements, as of December 31, 1989, Continental was

.Continental has firm commitments to acquire 30 B737-300 unable to pay dividends on its common stock or preferred stock.
aircraft with deliveries scheduled from 1992 through 1993, for an As of December 31, 1989, Continental had approximately
aggregate purchase price of approximately $1.4 billion, 20 A330 $2.4 billion of long-term indebtedness and capitalized lease obliga-
and A340 aircraft with deliveries scheduled from 1993 through tions. Continental generated liquidity during 1989 primarily
1999 for an aggregate purchase price of approximately $2.0 billion, through the refinancing of certain of its secured obligations,
and an aggregate of 43 EMB and ATR aircraft with deliveries proceeds from the disposition of certain surplus assets, new third-
scheduled through the first quarter of 1991 for an aggregate party borrowings and cash generated from operating activities.
purchase price of $268 million. While significant term and
predelivery financing commitments have been provided to
Continental by the respective manufacturers, subject to certain
conditions, Continental expects to obtain specific asset financing
closer to the time of delivery based on prevailing market condi-
tions, although there can be no assurance that such third-party



Continental believes mat its internally generated funds, third-party
borrowings 'and; other fmandngs,-^thout;me*ise TO£anjnnew

>"*••' borroWiigui^
below, wfll be sufficient to meetits cash requirements^m

'. there can .be ho assurance that sudiu'quiditycanW^erated.f —
As a wholly owned subsidiary-of Texas Air, Continental-has

from time to time sought funding from Texas Air to provide
liquidity, with the understanding that replacement funds would
be sought when obtainable from other sources on commercially
reasonable terms. In the first half of 1968, Texas Air advanced
Continental an aggregate of $193.5 million for working capital

. purposes, of which amount $43.5 million was repaid in Jury 1968
-and $130million was converted into a fixed^ateiioteJue July 1^ \

.;-'. "1991, bearing mterest at 10%. In 4989, Continental's $150 million
'-V? "• tam:notewas repaid and cancelled through me issuance

"-floating rate note'to Texas ̂ Ak-due July 4,̂ 1991,rand Texas Air
^niade-avaMl^

ritpJur/4, 1991: In
De<»mber 1989,vCohtinerital obtained a $175 million secured
revolving credit line^from-an:unrelated"diiid^paily^cbew down
the full $173 million and repaid $100 million of the floating rate
note'dueto lexasHAit-" '̂* -*-•>»" -tf •&^jfearfta3*' ^. •:&••..;: -r •-•

nal liquib^td-rebuild its business
ia*esultvtiuringi989;1Eastem

J^^^^a^O^;1 a^ditior^ Uo^iMit^^
v iaid '.tolfaiier^uue^H«] îisi)touits'fleî ]^

..plan, Easternexpects to^eî  from h^Qiapter 11 proceeding
as -a 'smaller U.S. iirlinei with^^ignificantly^inproved
capital structure.1-:'-'• •'•- • • • • • •- "i*'1- $*''&.*-'•• "'••*•' • •'"-•'-'

• _•_ •. •.• _ .... • *•

of $1̂ 7 billibb in proceeds from'asset dispositions-during its
Chapter 1 l'ptocffinings*'3nese-'asset •saies.are:expecteQ tQ'generate.'

m net qshvato^reMyment-bf^elate^
^ . - • ' '•••»—.. • • i •»» • .' ••: ' .j-tii' «:'

debt, of which approximately $4853 million b liet cash is
1 to be received in 1990. -In addition,:pursuantto the agree-

ment with the Examiner, Eastern would receive-$107 million in
cash from Texas Air upon confirmation of its plan of reorganiza-
tion, subject to certain conditions. The cash generation portion
of the January 1990 business plan was intended to provide Eastern
with sufficient funds to facilitate implementation1 of its business
plan and to provide a significant level of liquidity reserves, based
on certain projected revenue. Eastern has proposed revisions to
this plan. See Item 1. "Business. Eastern-Chapter 11 Reorgani-
zation of Eastern."

For a description of Eastern's asset sales in 1989 and 1990 and
its agreement to sell additional assets, see Item 1. "Business.
Eastern-Asset Dispositions."

Proceeds from the sale of assets and the rental income from
aircraft leased out have been held in restricted accounts for

the benefit of creditors. Eastern has obtained .the release of
$320 million from these restricted accounts (of which amount,
.$110: million was released during the-first quarter of 1990) to
meet its obligations and implement its business plan. Eastern
believes that additional restricted funds will faeiequired in future
periods, however there can be no assurance that«uch funds will
be released.
• At December 31,1989, Eastern had cash, temporary cash invest-
ments and marketable securities of $682.2 million, of which
amount $574.9 million was restricted and held in segregated
accounts for the benefit of Eastern's creditors, as compared to
$402.3 million as -of December 31, 1988. The $279.9 million
increase was primarily the result of $8622 million in proceeds
from the disposition of assets and other net cash proceeds of
approximately $80.8 million, which amounts were substantially
offset by a cash loss from operations df:$491.5 million, capital
expenditures of approximately^^/million; and the payment of
,$1302 million in debt and [capital lease obligations and dividends
on preferred stock issues. -1 -'

•Eastern estimates that as of December 31, 1989, it had
prepetition liabilities of approximately $3.2 billion, which
included approximately 423 billion of long-term indebtedness

'4uid capitalized lease obligations. The aggregate amount of daims
.filed with me Eastern Bankruptcy Court in connection with
^Eastern's Chapter 11 proceeding is several .times greater.than
Eastern's estimates of such claims. Eastern believes that many of
these dauns are dupUcative, inva1id,-or1)ased upon contingencies
:that have-not occurred. The iwblution of these claims,-certain
litigation and other matters adverse-to Eastern could have a
material adverse effect on Eastern's financial condition; however,
printipalrjpbecause of the ongoing nature :of the Chapter 11
.proceeding, the outcome thereof and ultimate liability resulting
• therefrom'oirrentlycannotbf-dft^"*1'11* '̂''' -'•'•-'•'- -"" "-'••• ••''•!.•;

;':• Although generally ̂ no payments ̂ ani>e;made with respect to
outstanding debt issues until the bankruptcy court-has approved

.̂ plan of reoiganizationf^Section lllOof the Code provides special
' 'treatment -for.•aircraft'lenders and lessors with -certain •purchase

• money security interestsin'the aircraft, permitting them to obtain
possession of such aircraft. In May 1989, Eastern paid approxi-
mately $24 million to cover principal and interest on such debt
and lease rentals without .affirming the related contracts. Until
these Section 1110 contracts are either affirmed or rejected,
Eastern expects to continue meeting its telated debt service
obligations on an ongoing basis under the prefiling terms and
conditions. Also, pursuant to Section 365(dX3) of the Code, a
debtor must assume all leases of nonresidential real property
within 60 days of the filing or, absent an extension from the
bankruptcy court, such leases are deemed to be rejected. Prior to
the 60-day deadline, Eastern paid approximately $13 million to
bring its obligations related to these properties current and is
continuing to pay on an ongoing basis its obligations with respect
thereto and with respect to certain ground equipment leases until
such obligations are assumed or rejected. Eastern has until the
earlier of confirmation of a plan of reorganization or September 6,
1990 to assume or reject these property leases, other than its leases



•with the Greater Orlando Port Authority and the Qty of Atlanta,
The :Code includes various other, provisions^that may ..impose .
limjt^ns^o^^
the ̂ foregoing.discussion of Sections 4110 and .365(d)(3) is not ,
intended to be all-indusiyetas tO;>sucn^potential limitations. -
and restrictions. ••'--: •-. ••• -.•.-.••..:-• - •—•:•

In February 1990, Eastern established a "refund protection
program" for travel agents and the flying public guaranteeing
full cash payment of potential refund claims during Eastern's
Chapter 11 proceedings. Under the refund program, Eastern has
dedicated ̂ ticket receivables and cash equal to 110% of potential
traiisportaaxw^ttravd-related refund daims from the sale : of .
such. transpoftation=xiuring ^/^bankroptcy jproceeding, which
amount wasHKtiniated.at;$l(tt^million ̂ .̂Qecember. 31. 1989.
Eastern expects ihat^icaih "neededibrm be
generated £Srom^peratioBs,3eiiabl̂ ^
amounts inlots {restricted <mvestment^ccounts^owe

up to $30 rmlUon from its restricted mveslment a .. ^^ x
.Pursuantto: certain legislation .and FAAjegulations relating to,

among other things, collision .avoidance systems, airborne
wmdshear^void^ce.^stems,c4ridmaeasedJnspections and

dy$3a9:tnimon.H(
:fethis^estirnate.is^subject4o.revision based4ipon JinalJTatipn.of ,
*ifl -iSlllv*':r 2£anS£S£:sii L;:Sî *' • ̂ :«ii-^---^L-t _ -. it. L ̂ r *_:-*^«*i_ _^_!^AI-'*« j iv •-v; dcenain ,reguianons-:a5 -

$&Kfcfalofy^^
regulations^^ be :fuiKled:m^

.generated fiihds and modjfication;pfcost sharing provisions under
• certamieawirireenieiiis/^ • •:::'̂ ef^^^^-:ii^^i^^^^^

.'Eastern ?haQ -"no firm-.cash- commitments sas. of ^December. "31,
.1989; tor .airttaft:'rapital ajnynoituityj^ri^^jEtf^jpfflsai
agreement wimihe,Exanraei;Ccatmen^

each of the three years and Continental in 1988 and 1987, which
in turn reflect, in the case of Eastern, the effects of its labor diffi-
culties and resultanr Chapter 11. filing-and, in the case of
Continental,-the additional expenses associated with the ongoing
integration of the operations of People Express and New York Air
as well as a charge of $131.0 million recorded in the second quarter
of 1988 in connection with its reestimation of its air traffic liability.
Both carriers' results were adversely affected, from both a revenue
and operational performance standpoint, by the investigations of
Texas Air, Continental and Eastern conducted by the DOT and
FAA during the second quarter of 1988. Eastern's results were
also negatively impacted by the intense competition on certain
routes in the eastern United States, inr particular the new competi-
tive pressures from several carriers that have established new hubs
in the southeastern United States and the Caribbean, which new
hubs have inoeased capacity on competing routes. .

• itJZbtal -consolidated .revenues. declined .by .$1.9 billion, from.,
<$gL6 billion in 1988 to $6.7 billion in. 1989, reflecting the reduced
level of operations implemented by Eastern in the latter part
of 1988, its strike and the Chapter 11 filing. Eastern's reve-
nues declined, .by .$2.3 billion .between .the two periods while
Continental'̂  reyenws increased by $378.2 tnilH^fi,.
:^Total operating expenses.decreased .by $1.5 Million, .from
$&8 billionin 1968 to $73 billionin4989, reflecting the effects of
•the strike^nd Chapter 1 Lfiling.by Eastern. Jrom .1987. to 1988,
.total operating expenses increased, by $312.3,million, a substantial
^portion t>ftwiiich increase is;attributable to a $131.0 million
noncash tfaanje/vecorded by Continental in th&secpnd .quarter of
1988-in connection with the reestimation of its .air-traffic liability.

Texas Air's net nonoperating expense declined by $234.1. million
from 3988 to4989;andty $111.8 million from 1987 to 1988,
substantially the result of increases in gains on the disposition of
property, equipment a^Bother assets.between the periods.
Eastern recorded an increase of $432.7 million in such gains from

Chapter 11 Case on Texas Air and Affiliates" fora discussion
with respect to Eastern's pension funding obligations.

jp|«xp^
Each member of the Texas Air ^oontroUed^rpyj>^&)6intly ~ pension curtailment, expenses associated with its Chapter 11

and'Severally -liable for.Eastern's periodic m'n*mi>fp-pension plfn proceedings, the pilot bade pay award and asset impairment,
funding obligations and 4»uld be;jointry and;seyerally Jiable for . CoutmaaaL Continental recorded net income of $3.1 million in
the full amount of me .plans' underfundingS'ifEastern pension 1989, a substantial improvement over 1988 and 1987 when it
.plans were terminated. See Item 1. ̂ Business. Effect of .Eastern's recorded.. net Josses of $315.5 milh'on .and $258.1 million,

respecDveiy.
Continental's revenues have increased during each of the years

from 1987 to 1989, from $4.1 billion in 1987 to $4.7 billion in 1988
and $5.1 billion in 1989. The $378.2 million increase from 1988 to

In addition to the substantial reduction in Eastern's operations in 1989 was largely the result of higher yields, improved scheduling
1989 and its Chapter 11 filing, any comparison of Texas Air's year of aircraft, a slight increase in load factor and increases in revenues
to year results should take into account the fact that its subsidi- associated with its charter and commuter operations and its
aries* results are highly sensitive to industry conditions and that alliance with SAS.
industry conditions may vary dramatically from year to year in
response to, among other things, changing levels of passenger
traffic and fares. The airline industry has recently experienced
periods of intense competition and has continued to undergo a
period of consolidation.

Texas Air recorded a net loss of $885.6 million for the year
ended December 31,1989, as compared to net losses of $718.6 mil-
lion and $466.1 million in 1988 and 1987, respectively. Consoli-
dated results reflect the substantial losses recorded by Eastern in

*T



As a percentage of total operating costs, Continental's labor Continental revised its estimate of air traffic liability during the
costS'Wert:22.̂ % in 1989,;̂ 1^% in 1988 (excluding the second quarter of 1988 which resulted in a one-time charge to
$131:0 million' Dhe^^eSchaige referred ;to*abovfe)Tftnd m7%W : learnings of $131.0 million. This charge, -which had no impact on

: 1987. Continental's "labor tosts jnaeascdrin 1989 as * Tcsult ; of ,. ;:cash flow, is reflected as a separate line item on the consolidated
mcreasesinimewage levels foraUempto^ statement *>f operations. The charge consisted of an estimated
labor costs are among the lowest in the industry as a result of $66.0 million for reaccommodation of passengers on other airlines
greater employee productivity resulting in part from flexible work and an estimated $65.0 million for revisions of revenue recogni-
rules, its lower average wage structure and the lower average tion estimates including those related to ticketing errors, foreign
seniority of its workforce. The number of employees decreased to currency fluctuations and revenue capture methodology. The
approximately 31,400 -at December 31, 1989 as compared' to change in estimates mat required mis charge related primarily to
approximately 35,600 at December 31, 1988 and approximately activity in late 1987 and, to a more limited degree, the first quarter
33,600 at December 31, 1987. Continental reduced its 'workforce of 1988. Continental has revised a number of its procedures used
in 1989 in response to its-decreased level ̂ ofoperafions-and to*stimateits advance ticket liability on a current basis. .
improved productivity of its workforce. Continent increased its ' -Other operating expenses decreased 2.9% in 1989 over .1988
employee workforce from 1987 to '1988-ih Border to 'reduce its and increased 15.3% in 1988 over 1987. The decrease in other
utilization of outside - services', "including^maintenance, and to operating expenses in 1989 was primarily the result of reduced
elfaiinate^br1cfo^*shbrtagN - inamtenano^ costs as compared to 1988 as a t^
mcrease m;its£ope
efforts of Eastern's three principal unions tb become the services to the internal maintenance department The increase in
.baigaining representatives of certain of Continental's employees, '1988 over 1987 was largely the result of increased maintenance
•which eflfoits,if successful, could increase Continental's labor costs expenses associated with the conversion of the People Express
significantly, see^Iteinl. business: Continental-employees.̂ . J^^ . ' fleet to the Continental .maintenance program during iate 1987

'aircraft Ad and 1988̂ the additional costs relating to:the.FAAjampinspec-
expense HunipfSMi^ ;tiofi iin :1988 and increased advertising .associated wi special

' e ^ ^ ^)rograins andthe marketing'of Continental ras asingle inte-
jjiffigjffijtjte'^^ -grated airline. .•...•,-. .•• . . . . . . . . . „•*, • ;%t.; •̂ •: .^i I.-; •,. ,*,..

more than 14^1kn î9 t̂̂ n& in
decrease in^ircraftlud taq>ens^^<XOT|̂ ^^ to 1988 as me resiilt of a'decreaseyin^verage
decrease of B-3? in its average price of fael^^o^i^item^ due to debt repayments ;for aircraft used
^usmess.Industry Conditions~Costs.'f 'r^-y "-'•vf''**.- '̂..;."..̂ in sale/leaseback transactions. Interest and -debt -expense

haveinrcreas^*acir^ 1988 as compared to 1987'asthe result of the
1989 primarily *hie to added lease costs associate^ with'aircnft ^ inclusion of a full year's interest on the public debt issued in late
icfinanced In saleTle^se^^ slightly jugher interest rates in 1988. Interest
from increasesin fees"levied fiy certain ̂ usfiblit^^iuiii^^^^m income increased 114.4% in 1989 from 1988 and decreased 53.9%
AContmratd'sco.m^ of

over 1988«ndl7;l%ihl988c l̂̂ ^ ,.•,,-
in the number of Continental 'tickets rjurchased mrbugh travd '"^^Continental recorded net gains on Ale disposition of property,
agents as well as increased incentive todf override cdmmission equipment and other assets of approximately $61.3 million,
rates as ;a "result of intensified competition for travel agent $22.9 million and $12.3 million for the years ended December 31,
bookings and the mcrease mpasenger revenues. ^> -^ - 1989, 1988 and 1987, respectively. The assets involved in these

Depreciation and amortization expense decreased 3.2% in 1989 transactions were determined to be surplus to Continental's
over 1988 and increased 10.4% in 1988 as compared to 1987. The operating needs.
decrease in 1989 was the result of the adoption as of April iri989 Continental's other nonoperating income (expense) during
of a standard depreciable life for all of Continental's jet and certain 1989, 1988, and 1967 included foreign exchange gains (losses) of
commuter aircraft and by decreases resulting from sales and $8.1 million, $3.0 million and ($17.1 million), respectively, princi-
sale/leaseback transactions in 1988 and 1989, offset partially by the pally related to the revaluation of yen-denominated debt.
acquisition of new commuter aircraft and of certain airport facili- Continental also recorded, in connection with sale/leaseback
ties. The increase in 1988 was primarily the result of increased transactions, gains on early retirement of debt of $19.9 million
depreciation on aircraft and ground equipment acquired during and $9.7 million in 1989 and 1988, respectively. In 1988,
1987 and 1988 -and additional amortization associated with Continental recorded gains of $8.0 million related to the recogni-
ariiounts "pushed down" to Continental's financial statements in tion of an allowed claim by the Frontier Bankruptcy Court, which
connection with Texas Air's acquisition of Continental's minority amount was offset by an $8.9 million charge for the settlement of
interest in March 1987. certain securities litigation.

Eastern. Eastern recorded a net loss of $852.3 million for the
year ended December 31, 1989, as compared to net losses of
$335.4 million and $181.7 million for the comparable 1988 and
1987 periods, respectively. Eastern's operating loss for the year



ended December 31,1989 was $864.7 million, as compared with Plans and for Termination of Benefits," Eastern recorded a
... .an operating loss of $209.4 -million for the comparable-period in - minimum -pension curtailment expense of $118.0 million for the
£%988 and operating income of $58.9 million ibrJlie comparable year ended December 31,1989. "Hie curtailment expense printi-

'1987 period. Eastern, management believes that Eastern's financial pally reflects the recognition of unamortized pension costs related
results during 1988 and the beginning of 1989 were adversely ' to employees who have retired or whose period of employment
affected by intense competition, the negative publicity
surrounding the DOT and FAA investigations in 1988 and the
negative public perception generated from its labor disputes.
Operations for the year 1989 were affected further by the strike
and continuing uncertainties created by the Chapter 11 filing. .•

In January 1990, Eastern presented to the Creditors Committee
a business plan that was based on certain assumptions, such as
the number of tickets sold to full-fare business .passengers. Hie
business plan is highly sensitive to differences between actual

has otherwise terminated or for whom benefit accruals have been
or are expected to be frozen.

The average cost per gallon of fuel increased by 152% from
1988 to 1989 and decreased by 3.7% from 1987 to 1988. A signifi-
cant part of the 1989 increase in fuel prices occurred in the fourth
quarter and fuel prices have continued to rise in 1990. See Item 1.
Business. Industry Conditions-Costs." .

Eastern's annual maintenance expenditures generally do not
vary significantly from year to year as a result of major mainte-

results and such assumptions. Since February 1990, Eastern's actual nance overhauls because Eastern regularly rotates its fleet through
revenues and results have Men short of its projections and, as a
result, in Match 1990, :Eastern proposed to,the Creditors
Committee jevisions jp.'its business pl?n. See Item'1. '̂ Business.
Eastern- Chapter 11 Reorganization of Eastern." ~

Eastern does not believe that seasonal variations are material
for an understanding of its business although increased airline
travel during traditional holiday and vacation periods produce
increased levenues during those times,; .. ••*••* -'̂ •̂ ••̂

••-ji-^^ • '*• . . «•» .. . • *• . • • "T"1 •?••-.' •*•.:•::'•.• u"
: • ••'

,-^ine substantial reduction in operations resulting from' the Jtnke

such procedures. However, during 1989, Eastern experienced a
.significant decrease in its p|p*ntcngnc|c "expense primarily as -a

and Eastern's Chapter ,4.1 ̂ filing does not aUow^^eainlngful
.financial..

result of reduction in its fleet size. Eastern is converting to an
improved corrosion prevention program, which will schedule
major checks at a greater frequency.

Depreciation and amortization expense decreased 20% in 1989
from .1988 to $254.6 million, which decreaseteflects .continuing
asset sales.. Jn.-addition, in June 1989, Eastern.redassified to
Nonoperating Property and Equipment, .certain aircraft scheduled
for sale and discontinued .accruing. depreoaton relating to these

W. i. j«V« i . . - . . . . • ."••• - W

r / ~ •-.••.,," .v. .. i.jJi-j7*a.,;-
Chapter 11 filing. ;Inj989, revenue

in

iyearc 1988 and ^^^
'been.Jibbreviateclto.adfe 1988
sjjft?iificance.toaurent.or^ /from 1987to$318.3million. ' -^.*~"*" .= .

Passenger revenues for .1989 decreased $2.1 tMpn or 6p.9% ,̂ Interest and .debt expense for 1^ increased $22.2 million, or
from1988Ib'cbmparaTto a^ Z4%^frbm 1988; interest and debt expense for 1988 decreased
13.8% from 1987. The substantial decrease in 1989 revenues is due $73 million, or 2.4%, from 1987. .. . .'. :....

|̂ :!$̂ tê 4S^ or23.9%, to
" '$74.3 million;from die comparable.period in 1988, primarily

treflectingan increase in interest income on restricted investments
iviijid'̂ oMW
'ihttease^ ĵSTnillion of5.6%from 1987: *'•"' -'•• "" '•

1989 compared with 87% of total volume in 1988 and <^m 1987. . Gainsirom asset dispositions for 1989 of $599.4 million include
As a result of the. 'strike .and subsequent filing fprjprotection Ac sale of Eastern's Air Shuttle division (including 21 aircraft),

under Chapter 11, Eastern's workforce was substantially reduced.* two A300,14 DC-̂ -31,10 B727-100,14 B727-200, one B757 aircraft
As Eastern's level of operations has; increased, it has bee^ recalling and the sale of certain gates, routes arid slots. Gains for 1988 and
employees from "no work" status and hiring new employees, to 1987 were $126.7 and $12.3 million respectively,
replace those in "strike" status. Eastern has taken steps to reduce In December 1989, Eastern expensed $63.5 million representing
its labor costs by imposing new terms and conditions of employ- its estimated prepetition and postpetition exposure through
ment on hourly workers, proposing contractual changes to the December 31,1989 from the award issued by the System Board in

increase mclisp^tiaraie^
lost passenger trariic. Discount traffic was 92%^of tdt^vplj^e"in""
^^.«K^ ' '1 •_• P. . " • ' • • _A4K«* '1 ****Am'1*' -- — —*—*•

ALPA and TWU contracts and by instituting temporary wage
reductions from 10% to 20% for certain of its other employee
groups. For the year 1989, labor costs constituted approximately
30.9% of Eastern's total operating expenses as compared to
approximately 36.8% for the year 1988 and 36.6% for the year
1987. Labor costs decreased to 27.8% of total operating expenses
during the last quarter of 1989. At December 31, 1989, Eastern
had the equivalent of 18,455 full-time employees as compared to
28,688 and 32,481 at year-end 1988 and 1987, respectively.

Under the requirements of the Statement of Financial
Accounting Standards ("SFAS") No. 88, "Employers' Accounting
for Settlements and Curtailments of Defined Benefit Pension

connection with an ALPA grievance concerning the interpreta-
tion of a pay parity provision contained in the February 1986
collective bargaining agreement between Eastern and ALPA.
However, Eastern has sought review of the award by the Eastern
Bankruptcy Court. See Item 1. "Business. Eastern-Employees."

In December 1989, Eastern expensed $55.0 million to recog-
nize an impairment in gate value at certain airports. Additionally,
during 1989, Eastern recorded $36.9 million of expenses relating
to its Chapter 11 proceedings, primarily for professional and
technical fees.
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Operating income (loss) (a) '.
Net income (loss) (a)
Available seat miles (a)
Revenue passenger miles (a)
Gist per available seat mile..:.:.... :..
Passenger load factor . . ,~ ~.. ;•.• ...•....'."; .•...-.••...••«•.
Break'Cven passenger load factor......... .';•..-.......'•'.«• ..-.:.•:. .•*.;:. .. .•.:;•..; .•-..
Average yieU per fevenuepassenger mile. f „. ..,,-;_t.... ..t.. ...»•,...... ..>..:. -.
Average length of passenger top (miles) .......... i,...,.*,..... .... .7.!...

•SS.P7&5
49006

175:9
3.1

62391
38,772

825*

••••!?•'.•••.•••••— :•;..

..M.-^:». . ...s. .... i^ . -'ILlSf

Average daily -utiliMfion'of each tocraft (nopntniiniites).'.'... /.'.'.':';..

-«24%
LL1W

806

^-^^^sj^^^^l^i-^^as^^iS^i^Ga^/i,. ..-•.*•', ;•;:.•••;--.•.•.. .--ji:?-,;,;- • -::.. .\.r

•rv^«««SillJ :̂̂ -«^^:^ ::'̂ "-'*".7^?-'î J!S2»B s'.v-upcianngcipenncs\aj -i.»... «.^ ..-,.-... ...va-* • • •.••« • *« •.- • * • • M..^ »*; •. •. ^2jSiHJf •
Operating income (loss) (a) //.........,.,,,......, 1.. r;.,.......:, (8617)
Netioss(a) :-,....-.:. .•;::.•;•. ;-:v.\;i,.:.:. ,•:•;•:•.•;•:':-:.•:.. .".'Witi';.:- •: -<te23)
Available seat miks (a).....

^Heveouepassenger-mflea\a)v>^-. .> .^
Gtst per avaflablei

•8.1%

(3.4)
(43)
83
13

(W)
11.1

2JO
19

"0.7

(60.6)%
(412)

1988
MB^l^M

$4,698.3
4,7672

(68.9)
(313.5)
66,487
40,498

7.62*

662%
10.06?
1,076

791
9:07

$3^06.1,
4,015.5
(209.4)
(335.4)
46.723
28,793

. 9L24»
6L6%

Net Change
1988-1987

13.9%
13.9

3.6
22

112
(W)
02
9.9
8.3
3.7

(2.5)

(144)%

1987
^^i^^H^

$i!24.3
4,1133

11.0
(258.1)
64,176
39,637

61JBM
66.1%

(202)

992
748

$4.4474
43B&7

58.9
(181.7)
5̂ 036
36.104

614%
673%

-12301»

,8:14 (9.7)

811
-Ml
90?

,^a) . -..In mfllions. -. -. .....
Continental's -statisticu d&ta docs • not.
commuter airline subsidiaries.
included in Continental's consolidated fi ts in other •'

of Bar Harbor, Britt and Rocky Mountain rallied ;a'net loss.
BC vCffDC6ft{COfllfllUB6iTi^yDCQflODSiflVC SttUCtDVCCl'ttlQ

* ""Available seat miles" represents me number of seats available
for rx^engers multiplied by the number of scheduled miles those
seate are?flown.^tevehue passenger miles'* represents the number

r«fft<^iil^ miles flown by revenuejnssengeis. "Cost per avafl-
ts operating expense and interest expense

.̂ s;,-:-.;

(c)

management does not believe such aidum^iaeparatBiesuhs'have been'' * ̂
•& true indicator of. their contribution to-. the Company. Results at -the
.commuter airlines also have been affected 'by changing operating
philosophies 'and realignment 'Of. route •structures incident £D 'each
airiiney acquisition by Texas Air. LV...-.:.:.:1 v. •'.;:':. ̂ -vl;"'
For the year ended December 31, 1989̂  mis statistic is not represen-
tative due to the business disruption resulting from the strike and
Chapter 11 filing.

£•'*,*•• ..t* «• -Jm *• .t • •. . •• • . *# A . A

(^available seat miles. "Passengerload fiuctor" represents
^RT.miles .divided by.-available seat rnileg- "Break-

te8JS-i»yjS«a* rS»!" * î§—.—'i • • • • • A .*^_' • i ^

—- .̂-!:-* >•£••.-

ts the percentage of seats
must be occupied by revenue passengers in order for the

aldine tb^reiuy-eyen on a fully-allocated basis. "Average yield per
'revenue passenger mile" represents the average revenue received
foreach mfle a revenue passenger is carried. "Average daily utili-
zation of each aircraft'11 means the average revenue block hours
flown in service per day per aircraft for the total fleet of aircraft.

Experts
The consolidated financial statements of Texas Air Corporation
and subsidiaries included in this 1989 Annual Report on Form
10-K of Texas Air Corporation have been audited by Arthur
Andersen & Co., independent public accountants, as indicated in
their report with respect thereto, and are included herein in
reliance upon the authority of said firm as experts in account-
ing and auditing in giving said reports. Reference is made to the

report on the consolidated financial statements of Texas Air
Corporation and subsidiaries which includes explanatory
paragraphs that describe the significant uncertainties impacting
Texas Air Corporation and its subsidiaries, as discussed in
Notes 1,2 and 12 of Notes to Consolidated Financial Statements
and, additionally, the change to a statement of cash flows as
required by generally accepted accounting principles, as discussed
in Note 3 of Notes to Consolidated Financial Statements.
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Report of

To the Stockholders and Board of Directors, ;.' ." •-
Texas Air Corporation: ~ • - :- - — -

We have audited .the accompanying consolidated balance sheets
of Texas Air Corporation (Texas Air) (a Delaware corporation)
and subsidiaries as of December 31,1989 and 1988, and the related
consolidated statements of operations, redeemable and non-
redeemable preferred stock and common stockholders' equity for
each of the three years in the period ended December 31,1989,
and the statements of cash flows for each of the two years in the
period-then ended and the.statement of changes in financial
position for the year .ended December 31,1987. These financial
statements are the responsibility of Texas Air's management Our
responsibility is to express an opinion on these financial state-
ments based on our audits. - •;...-. ..,-. -.- ••:-• = - . - ~. „

'•.-.' .- . . ' • • • • • • • • - . . - . :•-•'?•*«• ::.«&..:•...•.. '• •-;-. •..;•-...- .vs_>.. v.- • ̂ ;.....„.., .'•_-,. .,

We conducted our audits in accordance with .generally accepted
auditing standards. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether
the financial statements-are

Eastern, and its potential impact on Texas Air, Continental and
System One, and liquidity concerns resulting from continuing

. losses, capital <qpendidjtt.ieqiiiiements.and substantial Jeverage.
~~Asyresult of thescTincertainties, Eastern has taken steps to sire

down the scope of its operations, reduce operating costs and sell
substantial assets. Additionally, Continental .has generated
liquidity through the refinancing of certain of its secured obliga-
tions, proceeds from disposition of certain surplus assets, new
third-party borrowings and cash generated from operating activi-
ties. Eastern will continue to be required to dispose of substantial
assets in order to generate liquidity and continue its operations,
and Texas Air and Continental could also be required to take

....such steps in order to maintain levels of liquidity required for
their continued operations, although mere can be no assurance
that such liquidity can be generated. In addition, as discussed in
Note 12, .there-are various claims and lawsuits against Eastern the

- .̂ outcome .of which «y>«H m***n*My affect die fini"?ripl statements

.audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit

•also includes assessing theaccounting principles used and signifi-
cant .estimates made J>y .management, as well as evaluating, the.

: overall financial statement presentationV^We-believe that -our

;pf Texas Air; however, the ultimate liability resulting from such
claims and lawsuits cannot presently be determined. The accom-
panying financial statements have been prepared assuming the
companies continue as going concerns and do not include any

..adjustments .relating to the recoverability and classification of
recorded asset amounts or the amount and classification of liabili-
ties or any other adjustments mat might be necessary as a result
.of the outcome of the uncertainties described above.

In our opinion, the consolidated financial statements referred to
above present fairly, in all material respects,-the financial position
of Texas Air and subsidiaries, as of December. 31,1989 and 1988

m
the period ended December 31, 1989,-and their cash flows for

disra 1990, the
, date of our original report, the Bankruptcy Judge in Eastern's
^Chapter 11 case appointed -a trustee to manage Eastern's reor-
ganization efforts, and as a result, Texas Air will deconsolidate
'̂ astern for̂ nancial reporting purposes effective April 19, 1990.
Texas Air management is currently evaluating the impact of the
trustee's appointment on Texas Air's financial condition .and

..•••-. •.-:* ••** •/=**, .:.-...
'•'''future operations. ' '

their
conformity with generally accepted accounting principles

Texas Air's consolidated financial statements include the accounts
of its wholly owned subsidiaries-Eastern Air Lines, Inc. (Eastern),
Continental Airlines, Inc. (Continental) and System One
Holdings, Inc. (System One). As discussed in Notes 1 and 2,
there are significant uncertainties impacting Texas Air and each of
its subsidiaries including primarily the bankruptcy proceedings of

discussed rin Note 3, Texas Air, as .required by generally
accepted accounting principles, has presented statements of cash
flows for each of the two years in the period ended December 31,
1969, in place of statements of changes in financial position.

ARTHUR ANDERSEN & CO.

Houston, Texas
March 29,1990
(except with respect to the
matter discussed in Note 14,
as to which the date
is April 19,1990)



lor the Years Ended December 31,
1989 1988 1987

Operating Revenues:
Passenger ...................................................... $5,705,125
Cargo, mail and other ............................................. 979,750

$7,584,109
988,819

6,68̂ 875 8,572,928

Operating Expenses: • - - . .
lpfics a^d fplatfd exists . . 2,613̂ 88

Aircraft fuel .-
• . ' Centals and landiqgiees.._.', .-•-..-. ..-.-a.- -'• •- - •^^••^•'^•^^•^'^^^•'^^^.^••it.^^-^-i';''-^-'

•^ffffllffifpJCHttAlRiB^fe-i'̂ V '̂t'- '•-.»./«,«..r»r%&rV-t'C*.- "̂.'.; »T"i i.-.ii'sv:,.:;1 .̂-"̂ ,*..-.1...-.-:-,; ? ;-:• .- .!

:99M34
- 882,258,

$7,699,071
926,960

8,626,031

2,556,913
^1,406,058

552,430
695^34
622^851
131iOOO

8,810,004

: 679,756

Ĵ6Q,111 '

..8,497.708

Operatbglnrome'fLow), ii........, r ,r..........,;..\ .... (637^95) (237,076^^ .:--- 128,323
. , . . . . . . . . ; . . - . ' « yx':, . .

(659̂ 41) (637,143)
>^4;856 < -r 85^20

;<Jain on disposition of propcr^^ " 612̂ 80 154,776 18,050 -

? ^ » • ••".•
(247^87)

(884^82)

(593,5560

(465^33)
913

(481,758)

(718,834)
- ' : ^

u _ . _ j .Met Loss_ . . • . • ^ • . i F p P s

Loss per Common and Common^quhralent Share ̂ ^^VlV^'ft^^^SS^lt

Hie accompanying notes^to consolidated financial statements are anintegralpart of this statement



(Dollanmtbottsamk)

1999 1988

Current Assets:
Cash
Temporary cash investments, at cost which' approximates market

Subtotal-Cash and cash equivalents ..,
Marketable securities, at lower of cost or market
Hestrictedinvestments, at o>st which approximates market ....
Accounts receivable; less aUowance for doubtful receivables ($27,013 and $30^70) ,
Inventories of spare parts and supplies^ less allowance for obsolescence ($72,965 and $53,583)
•Prepayments and other

.Total current assets ̂ .....

$ 40358
601,103

641,461
55,111

574,903
745,046
444348
99,041

2360,110 2302,645

$ 76,905
729,769

806,674
82333

862,377
444868
104373

Property and Equipment: _
Right equipment
Other :::...,..

.

: lessxAcomiiilated depreciation^^ ... . . . . /..... .-. ....' ' ' '

3,271311 3̂ 03,085
1334941 1,443,249

..r46D6£52 - 5,246334
(1,102375)'.'.; (1,005,309)

- . , - . - . . - . - - - - . .

- Property and Equipment Under Capital 1̂ ^̂  ....... •• '' >:

>'-• ' llight equipment . . .-,!..•.:. .̂ "^ î̂ ';^^^0^^^ .i:.-.i-.-. .-̂ :f̂ !̂ :;.'v;:v:r:

^ -3303̂ 77.

Other

Less: Accumulated amortization

&&??••• -* r̂::-v îi«;̂ ';,; ^; v -- '•;'...-....- ... . ,~'.,̂

1,170,412
(351,075)

819337

Less: Accumulated depreciation and amortization
^^^53?%?' vSi'̂ .:̂ :̂  iSiS^S?^^

(17,189)

69,797

Total property and equipment .....r..,,_,.. ^v

Other Assets

4392̂ 11

703^23

1,120,139
94,092

1.2H231
(278.979)

933̂ 52

3,176̂ 277

731,979

$7,656,144 $8̂ 10,901

The accompanying notes to consolidated financial statements are an integral part of this statement.



December 31,

1989 1988

Current Liabilities:
Current maturities of long-term debt $ 250,650 $ 256,830
Current obligations under capital leases .••. 32328 108,909
Long-term debt classified as current ... . - 1,554,064

• • -.Capital leases classified as current..»...,..-.'..»...". ............ ....'...,.. . • " . . . . 6/6̂ 616
Accountspayable L..,,vA..:... «•:»*£»**•*»•: i...X^...l,'..:;.. "...... ̂ ....... ,^... t. ' 769,617 .' 779,465

"657,594
425,238
137,574

SEMSSfaSk'*5*^^yjdOfteraoiue^
Obtal current liabilities ......»-..,..,, ««.-W» «.•.--•• -j^w,-*.. ,.*.;..,,.,........... .-ist̂ ...-,.........* .̂.̂ -** -̂- -i;-2,0 ,̂643-. .-.v "••*••

'• ' •Commta^^^ :.':-'
••: •Mttitfbnupiff!inpBit!Cffrffo*s™^"^ i^ffip^ff^"^-*yi^y^^"^^^y"ic^ttj|po^rOp!^o v«r385404j' '.v*». •̂ •̂ •L'̂ "**̂ * ••"»• «*£•?*•'"•*•• • * '~T?ffatJHf^f ~ * ^ T-* •i ''•"* 4pZi,yusz

T^onredfrin?Hf PrfffrrrrH Stockan^ C^"" '̂Sf'TH^ftyflctsf Bquityr" • "- "* "" "J * •i""Ni^""- ^

:̂QassA^commonstock-$.10par;value^4,<)8Q,OW '.-..̂ :,; . ,.-,., • ..*:• -:.

•41304,734 and 40,621308 shares issued .... .̂ . .•>'.•»;•:•.
Additional paic

n 40,621308 sares issue .... .^. .•>'.•»;•:•..••.•»,*-.._ *.'.'^.i V^A-* ;•-.*.. ĵ ^vv1^^*^1* '̂41^*; ••'*•• : ' '•'• • -••
icKn capital'. . . .'.-... . , ..:..;-: .'». ::,"*- ••.'»'•• j . . . . .•', ., .'*9^>'>^»!« .̂**w!ti»agci.T**'-i .̂- .'• •. Ifffi
iif;v^i:U . ̂  :̂ ^ ,̂:-̂ ^ :̂\ .^ ..&fn

.. >-.•.•,: -.;_ •• 406
IfffiJSTJ >.•• 1,076325

tieasuiyist^^ . . : . / (21,079)
. • • • • * " . * g- . . . . . •* .. .. . .' • • . • -X • • • . " "•.""*•"•• . • • ". *^ ^ • 1 • " * " J " ". •̂̂ •••̂ ••••̂ •̂••iW -

(l7/)59)
^Hr

. . .

Total nonredeemable preferred stock and common stockholders' equity . . . ... . . , . . ..... .. . . . (1,105,722) (222,312)
'". $7̂ 56,144 $8̂ 10,901

The accompanying notes to consolidated financial statements are an integral part of this statement.



1989 1988

Cash Flows From Operating Activities:
Netloss $ (885,628)
Adjustments to reconcile net loss to net cash used by operating activities:

Depredation and amortization . 552,430
Provision for uncollectible accounts receivable '. : - 17,611
Gain on disposition of property, equipment and other assets, net (612,280)

V Adjustment of air traffic liability-related accounts .. l '. -
"' -Provision for pension curtailment . * I -.'.: "•'..:.. :::r.....!: 117,907
"2 Asset impairment write-down..,:•'; .:,:r.̂ :...,-......:.. 54,969
'"? .Provision for j)ilot1>ack pay award ....:.-,~:.:;.,: :•:..:...,.:...;.;:..... .. 65,514
. y: ̂ Preferred dividends of Eastern AirLbes,lnc ;.....:..:::.:;.,.,.....; 46,082

' ̂ ^^r-^^r -* '"••-- • '•••'• ••- ••- .- •'~ • .
:•:.•.-'.•::'. - (47399)

Increase in inventories ~— — ..' ....... .. (21,820)
(Increase) decrease in prepayments and other assets. •,. • 7,159
Increase inaccpunts payable.... t,...:,_,.«..-.,....." ; .:..., .. '. 246^250

$(718,638)

622,951
10,338

(154,776)
131,000

51,030
'r«i"-.. -

(̂23,460)
7(101,786)

. .,„.. . _ . - f l , ,

(245,739) (448^24)
Increase in restricted investments, net ..^liS-v:..-..-.....:._. -.-> .̂". '•''.'. \:'.'".".'....... ':.".. '~ (574^03) - - - • • •

f. . . ..-. '- . - Tj.Jj,-'.TaB>»-«l***«lMteA>4«tfcL»^gfc'JM»HA-£f^ *«^lffc AW*"i ,*.. .+*.+*f-Jv>.*.. K •».-. '-• _ '•.-.•..^ - • u.-u *^A_*. ^. ^*^ '

..'.rVrKflJsein inflfkefoMe SHuririe&Vfiet-1-'

"Proceeds from issuance of long-term debt, net -,...,.. /....:.,.........:....; .::-:;; v.. ' : "' 303,530
; Payments on long-term debt and capital lease obligations ; . . . . < * ^......... (545,066)
- Parent of drvidends on preferred stock ;i.:,. 4 . . , . t.'. *..,...,..,.,..'.. '".'....... (26̂ 919)
'^^'^tocash^byimanc^actt^ ....: r^"??^^V^;75r;;.:.. (268,455)
Net Increase (Decrease) in Cash and Cash Equivalents . -.-.. V.:.....".'".'~.^7... \'...''.'........ (165,213)
Cash and Cash Equivalents-Beginning of Period 806,674
Cash and Cash Equivalents-End of Period $ 641,461

Supplemental Cash Flow Information:
Interest paid , $ 496,900

Financing and Investing Activities Not Affecting Cash:
Capital lease obligations incurred $ 15,821
Installment purchase agreements incurred 3,586

466,995
(560,239)
(55,636)

(148̂ 80)

335,743
470,931

$806.674

$ 582,271

$ 69,985
15,390

The accompanying notes to consolidated financial statements are an integral part of this statement.



Working capital was provided by:
Net loss
Items not requiring (providing) working capital:

Depreciation and amortization >
Gain on deposition of property, equipment and other assets, net

Increase in long-term obligations due to exchange fluctuations and
.. amortization of debt face value over carrying value ............
Other,net......:'....•'..•_• ••. •>_ . ; % . • • '. .'

:;'. v- .- :-••-• : l in,-•..-_•• -'•- •*&..'̂ '̂ i&i^.'*w&'.$--\ • • • ; • . • - • ' • • ' . ' . . -••••• ' : . , . - - . . . - ..-'• . ..-
r; Total from operations - ! -

for the Year Ended
DecemberBl, 1987

$(466,146)

565,746
(24^73)

44,669
15,523

135,51*

Issuance of common^nd preferred stock c.

;Jncreaseinlong-tiermobligationsxluetojiewl^ ,,...........».;
Decreaseimm>6rityinterest . i.vv.-. ;•*•.........;.-. ..:.:: (%245).

' ie*T)^i^rtft£i^ •'̂ ^**$*&rfl~-- ;-'. Jrarcnaseot treasury stock ....;v...,;>.... -.j.ji;... ....>:, ?.*•* ,..^,./j./.>..f:...Jg....s-. ,:TOV^ .̂ ?•.:•.-...«;.*{;;,•. ...^.;..;;.., . .. • . . - 2?^zz-
*. i . " f. f i V. i . . .T-!-H.-- ••>.'•••.: .. ' . . .: -r,---. .-.- . • ' • • . -.--:-.. ....-• --»":? *».-• '• * • . • -•«•••• ' • • -__• . . • • .
Redemptionpf preferred stock

iS|^^^V--ii~*^J '̂.i\.*iliA^««ift:.-;t.-i>'nti(i.JJ:1'̂ .' •'i-.V*.'.! :.^<.i;..' •.••s5-lcftU'i:'-r'*;'J«v'-iiT"--.'"«ri*":-A'' /.̂ .' .--•'...••.' '. v •" ". ... ' '. . '. .«! 4 .'AM* „
sKi!»?±i.t:K:vrS5^^v^^v^wvte^:^viJaS^^ .:..:.'.- :̂.i-:>,i,̂ ..?21»OB7.*•::

Acquisition of tdinonty mterest in Continental
"" ' ' '

Wftflcing eanitpl-|>gginqing pfperiod '.;.'..;".

Wbdo^capt^-en^olfpef^^^.^ ̂ 1^^^^ ^L-^•.?; ...s>.vl;:'...>^...v ̂ .\...;.... vv..-. • •': -.v.. . ^

.mcrease (decrease) m working capital by component:r^^ ' • ••'-^•-••-'r-'" ••..r^ •:: ....

(15̂ 22)

.Increase (decrease) in working capital by componeotr.
Cash and marketable securities .......;...... ,.
Accounts receivable _.'. .".
Inventories . ." . : . . . . . .
Prepayments and other
Current portion of long-term debt and capital lease obligations
Accounts payable and air traffic liability
Accrued liabilities . . : . . . . ;

$ (428,716)
136,593
74^74
(1369)
80,204

(54,405)
63,202

The accompanying notes to consolidated financial statements are an integral part of this statement.



(DM^tbwuuk)
.. ^sTjs^vJ;. - • . •

Balance December 31 '1986

Issuance of atock-

Convenion of notesand debentures

Sate of jjibjiflMfy s-piefened lUmk ......;... .

•* « ^ _ ~» — -t- -_*-- « — •-*-

.. •- '-"":' ••

Stock

$380862

362

84386
(168)\™^/.

123.168)

&•&•' -. ...

. Nomedeenuble

Stock
$600

—

-

• j ••::,•• • — • - - . -

• ... „. .-.

OwA

Stock

$204

—

• '

-•.»—

1—

Common

Shares

33,639336

211,149
87,724

• 4.000LQOO•fwvpvwv ^

—

Slink
Amount

$337

2
1

• 4o

—

•AdditioojJ
Md-In

$ 860198

1.473
3^26

18R120
3,180

(U36)

• . ' Common TJenuiy
C.-A

Dcnot Shucs Amount

$ ( 35J99) 161 103 $ (2 091)

" : - (27U637) BflSt

- 1̂ 36,694 {25,634)

.(466446)

-(io,i»)

-;<4,122)

1MI73
.Balance, December 3V19«7> ^V4gu026,749; , 400.,.., 1*64,739 . (̂545/566) -1,126,162 . ;:(l9g678)

£S^ffifes^
Nttto.-.^i-v : •..-.•...,....,.•.•-;•.' - . ...... . ...- -.-,-r-,.•:••''.:••?'••..;;(»*<•) i.:,-.. -

""!S îS*x«S^^-^9JJf̂ ^^^«s»gsja!̂ ^ ..'
• Convertible _

. ' 1,.—î ift̂ afa-̂ -ri ••'.•' .' ••""^iinioriTeieBca« »KP,?>.. ̂ .yy,- . ..... -,.^f^

., " ••* * • '**•> -'jff '%^ j- •"' *. w«: •" •jrTK*'.|1i^•.•^iji"ri'rr^T"?

•12% Rcdcfimhtf Cmpuutivc

Redtictuifibaotes teceivabfe from affiliates
•OAer ;........,-.. ----- ̂ ..-.
Balance, December 31, 1988

.̂ .,..:#.. ... .,
1̂4.173 :U.^- -..-

462^02 600

.. ...„ ... .. 432 - '
,̂  32833? ; .. .-4 10043 (2.864) 91336

204 40̂ 21308 406 1,076325 (U82.788) 922338

Issuance ofstodc- ' .
EXCICBC eg stock options ~

Puidisue of treasuty stock ~
Net loss
Dividends^

15% $204)0 Prcfietred
Increase in notes receivable from affiliates
Other 19,980

Balance, December 31,1989 $482382

438357

245,069

3469

(1,294)

- (13,700) 303
62,489 (1*55)

(885,628)

(73)

(2,948) 78,412 (2,470)

$600 $204 41304,734 $413 $1,085,577 $(2,171,437) 1,047339 $(21,079)

The accompanying notes to consolidated financial statements are an integral part of this statement.



Motel
lhe;cbnsolidated4uia

and Texas Air and Continental could also be required to take
such •steps: in order to maintain -levels of liquidity required for

?- • mefc'continued'OD assurance
: . that suchliquidity can be generated. :••.*•:•••:*: -•:/ •.:. .. -,
:^^exas Airland its^bsidiaries are highly leveraged. Such

Texas Aii^rporation (me^^mpan^ of debt, combined with the high level of fixed
subsidiaries, Continental Airlines, Inc. ("Continental"), Eastern costs in the airline industry, make Texas Air and its subsidiaries
Air Lines, Inc. ("Eastern") and System One Holdings, Inc. vulnerable to declines in revenue which could arise from general
("System One"). The companies operate principally within the economic conditions, increasing competition and job actions by
air transportation-industry. The airline industry is highly employees. In addition, such leverage may also affect Texas Air's
competitive and the Company's airiine subsidiaries, Continental access to capital markets and .the.cost.of obtaining bor-
and Eastem/'compete .on most-major routes with two or more rowed funds. *• - . . « . ^ •;,::.,. -. •••
other major carriers. .The industry consolidated in «centyears .'. The following provides .a more, detailed discussion of opera-
and Texas Air-has grown substantially through thfrafquisttion of , tions and Hquidity relating to lexas Air, Continental and Eastern:
Eastern-m 4966 Jand-Cdnn^ental'siacqiiism'ori "'.': Ubaw Air. As-a holdingrompany~ Texas Air conducts most of its

rs.
during 1986and 1987. System One funiishes;€i^j>unv,Teserva- operations through orwith its subsidiaries: Texas Air has no lines

tseryices>tb U»of-%redh'fo^
aM^atinental, an4,̂ ^ fees from its

busmesses^exas Aii, Eastern and Continental have reported subsidiaries to -supply the funds necessary 'for the payment of its
'..substantial losses in;iecentyears, although Continental achieved .obligations, including principal of and interest on its outstanding
; an approximatebreak-reven levdc^net mcomein 1989- 7'" : • '•' '--•'" .indebtedness and leases -and tfor the .payment of dividends.

ggy^onen^i^^and'̂ rte '; ,a resuk-of Eastern's ieductiohvmvoperatic>ns.3exas Air does not
•-~>'<J'P-J*»--—-Jj/^— .-.A* !̂ -j ."TJl-'V—-»" . J.;L— •-'r.fc,- •,. ~r -w i— -tluM-''n*Tiiimftiaii'tmVf:!rt-i'n\'i fili'n " -'-'- -* • * -.*-•! .-lf-_*'J - — Tll^g— i^l- L .if • 1-t-';Tg-^l

.

eceive substantial ^ytdea^^the-fbreseeablefuture
&berl^ ,

^focasAirhasin recent years icceived substantial funds through.
airi.gife.i.'-fLr-L'̂ iudieuAJi. ^ •_^.vi-. -^~^Shartmfi»ir'^f:«yiiJLfifliitjJrtlBfti~j»a|i^"'

Jate.primarfly dingindebtedi d.

Texas Air's •<currendy;outstanding debt

^3^290 payments from its subsidiaries and the? redemption of indebted-Long-tennobligttk>nj

ffiwi bflow. Sec Notes 4 and'7.
Netinooaieflon)

'* i ' - *> Texas Air has guarantied substantial obligations of its
subsidiaries and has in the past provided financing direcdy to its
•ubsidiaries. During 1988, Texas Air advanced $150,000,000 to
Continental, of which amount $100,000,000 was repaid in

•As discussed in greater detail -below-'and .miNotes-^^aiiSiitl^7

there are significant uncertainties impacting Texas Air and each of
its subsidiaries including primarily the bankruptcy proceedings t>f December 1989. During 1988 and the first quarter of 1989, Texas
Eastern, and its potential impact on Texas Air, Continental and Air advanced $39,000,000 to System One under a $40,000,000
System One, and liquidity concerns resulting from continuing revolving credit facility. During the first quarter of 1989, the
losses, capital expenditure requirements and substantial leverage. $39,000,000 advanced to System One was converted to a term

loan bearing interest at 10% per annum, repayable in six equal
semiannual installments.

Texas Air has guarantied and may otherwise be liable for certain
obligations of Eastern including, among others, two years

As a result of these uncertainties, Eastern has taken steps to size
down the scope of its operations, reduce operating costs and sell
substantial assets. In addition, System One decreased, although
to a more limited degree, its level of operations to reflect the
reduced size of Eastern. In February 1990 Texas Air, System One of interest (or $69,000,000) on certain Eastern indebtedness
and Electronic Data Systems Corporation ("EDS") entered into a (for which guaranty Eastern deposited $40,000,000 in cash with
preliminary agreement providing for the acquisition by EDS of an
equally owned partnership to operate and market System One's
CRS (see Note 12). Additionally, Continental has generated
liquidity through the refinancing of certain of its secured obliga-
tions, proceeds from disposition of certain surplus assets, new
third-party borrowings and cash generated from operating activi-
ties. Eastern will continue to be required to dispose of substantial
assets in order to generate liquidity and continue its operations,

Texas Air), certain Eastern pension obligations and the payment
of dividends, redemption price and liquidation value of Eastern's
11.36% Cumulative Junior Preferred Stock (the "11.36% Pre-
ferred"). As of December 31, 1989, Eastern's 11.36% Preferred's



annual dividend requirements were approximately $27,100,000 report As a result of these factors, Eastern's actual revenues
^ . with a liquidation .preference of approximately $238,800̂ 000. v .:and results have Men short of projections. Accordingly, in late
:tp Pursiiantit^ Eastern proposed revisions to the January business
/;j on certain matters designed to improvetJie^nornicTnabiUty of ;, plan and informed the committee of unsecured -creditors •

'*;: Eastern, Texas : Air iias agreed to pay to • Eastern r$ 107,000,000 on' -appointed by the .Bankruptcy Court (the "Creditors Committee**)
- corifirrnation of its plan of reorganization ajKlwiUpa^ that :it would not be able to go forward with. the tentative reorga-

behalf in the second quarter of 1990 $26,300,000 of Eastern's nization plan it had proposed. See Note 2.
deferred pension obligations. In addition, each member of the Eastern needs substantial liquidity to rebuild its business and
Texas Air "controlled group" is jointly and severally liable for recapture its passenger base. As a result, during 1989, Eastern

. .Eastern's periodic minimum pension plan funding obligations and generated substantial liquidity by disposing or leasing of surplus
could .be jointly and severally liable for the .full .amount of the assets. Eastern plans to generate, in 1990, additional liquidity from
plans' underfundings if Eastern pension plans were terminated, the sale, of its South American routes and other assets surplus

•• " SeeNotes2,4,7-andl2.' . -,;•••**<-* ̂ w^-:̂ :* .̂,..,. :'- - to its needs. ;.. • .- • •. . . . . . . ; ..... .'
Continental's operations and financial /results were Proceeds horn the sale of assets and the rental income from

integration of aircraft leased out have been held in restricted accounts adminis-
People vExpress^Airlines,;lnc;(4<People Express* '), Frontier tered by the United States Bankruptcy Court for the Southern

District of New York (the ^Bankruptcy Court*'), for the benefit
At December 31, 1989, $574,903,000 was held in

. unions hostile"t6 the management of Eastern who have also such restricted accounts. Eastern has obtained the release
demonstrated against Continental, and negative publicity of :£320,000,000 from these, restricted accounts (of which,
surrounding the Department of transportation (me "DOT") and $110,000,000 .was released during the first .quarter of 199Q) to
federal Aviation i ̂ AdnimBljation (rfie ̂ AA''i) investigations of meet its obligations .and. implement its business plan. Eastern
G>ntinental^4S^resuhed:in significantynet losses Curing -1987 .believes mat additional restricted funds will be required in future
and 1988/Ouriî JateilS .periods, however there can be no-assurance mat .such funds will

;. v.achieye jimprovcd^peraring performarire ̂ nd.lugher^yicUi8^as. . .,.,.:_:;;The accompanying financial statements have .been prepared
•'• '•'?&mJMre3t^i9B8^ continue as going concerns -arid do not

Jy:̂  relating to the recovenbUity and dassifi-
^ '; cation of recorded asset amounts or the amount and classification

in net nonrecurring gains:from the disposition of property and- ; .of liabilities or any other adjustments that might be necessary as a
eqiiipmentand eariy retii^entof^ of the uncertainties discussed herein.

Contmental . generated Jiquidity during 1989 primarily trirough .. ...... ... .v. ...
^ •ilotea C*«pt̂ lltoot9«U««tloii of

theidispbsition of certaui surplus assets, new third-party; bonow- On i^ 9, 1989, -Eastern filed a voluntary petition in the
ings and ̂ h>generated^6m operatiiig/actiyi^r&ntin^ under Chapter 11 of the
beUevejj|/j|̂  filing ibr protection
ings and vother financings will be .sufficient '•lo.'tneetJts cash tinder the Code was necessary due to Eastern's inability to
requirements, although. 'there can be no assurance that such continue substantial operations as a result of the refusal by most
Uquidity can Degenerated, t ..-.,-.. T ,:». , .^ ' . • • . ' . : of Eastern's pilots, represented by the Air Line Pilots Association

Although Continental is operated as a separate company,, as a. ("ALPA"), to report to work since the commencement on March
member of a ^consolidated group with Texas Air, Eastern, .and 4, 1989 of the strike against Eastern by employees of Eastern repre-
System One, Continental may be affected by the financial and. sented by the International Association of Machinists and
operating condition of such companies. See Note 2 for discussion Aerospace Workers (the MIAM").
of Eastern's bankruptcy proceedings. The .filing by Eastern of its voluntary petition for reorganiza-

Eoaern. Competition, the negative publicity surrounding the tion operated as an automatic stay against the commencement or
DOT and FAA investigations in 1988 and negative public percep- continuation of any judicial, administrative or other proceedings
tion generated from labor disputes against Eastern contributed to against Eastern, any act to obtain possession of property of or
the substantial net losses during 1988 and 1989. Losses for 1989 from Eastern, or any act to create, perfect or enforce any lien
were affected further by the strikes, the Chapter 11 filing and the against property of Eastern, with certain exceptions under the
continuing uncertainties created by the Chapter 11 proceedings. Code. Consequently, Eastern's creditors are prohibited from
See Note 2. attempting to collect prepetition debts without the consent of

Since February 1990, Eastern's business and, most importantly, the Bankruptcy Court. Any creditor may seek relief from the
its efforts to attract business passengers have continued to be automatic stay and, if applicable, enforce a lien against any security
negatively affected by the uncertainties generated by the if authorized to do so by the Bankruptcy Court. Notwithstanding
bankruptcy proceeding, including questions that have arisen about the automatic stay, Eastern has paid certain prepetition liabilities,
Eastern's continued viability, continuing delay in achieving satis- with approval from the Bankruptcy Court, including certain
factory resolution of its labor contracts and negative and payments to foreign vendors and governmental agencies, wages
disruptive media accounts about the results of the Examiner's and salaries for active employees, insurance benefits, pension

payments, interest payments, insurance claims, travel agency
.commissions and certain ticket refunds. In addition, payments



are .being onade .on certain debt relating directly to aircraft
(which

ifiCTtnient'iDr ̂ certain iai

and lease rentals for airport properties and certain items bfground
equipment See 'Note 5. Under die "Code, Eastern is 'required to
pay substantial expenses associated with the Qiapter 11 proceed-
ings, which amounted to $36,900,000 through December 31, 1969.

The following table summarizes, as of December 31, 1989,
Estimated Liabilities Subject to Chapter 11 Reorganization
Proceedings (in thousands): • : : - - • . - - • • • • • .

Capital tease obligations
Accountspayable V.VJ

_ Acaued payroll Bad pensioncDSts
.'.Accrued interest. . . . ii.'.>Lx * >

* )̂theriijaî $ii1^
. .. .1. . J ' • m ••• • * J ,! • _ •- •.. •*"* ̂  •' . • yMVM^

i - . . . - • . - • • ., ; ; _ • . . : • • > • ••'.• • • . . • . - . _ - ; „ .__ ._ - •••;k-_._

• .•..-... .. ...v:.-> :.•• - .-•.*:*:.-• . .• - ••'••-.^1;.-".-t.-;iu -^' : . :-i*

-^Eastern expects that a portion of its tecenables'iiay be subject

,

..its

uMrnately wultbevresolved By^the
ir^*,Tw*f * '̂ p^fe^^i^^^. :

Jnsivettightiibr3l2^^
*<•••«.»:",-•». ...%.- , «.. •:-j, *r/. -:,:. - 4 " A i i..-^TTTTW^-.-j*.

i to file a plan of ̂ reorganization .and, in
ksdanawhtotte^

" - • - • _ • • * • • . • ^. .. -..•".,."•.. j

4XJCflSIODS^-uklt-fekpirCQ

on rtbniary :20j 1990. Accordingly, any txeditor or equity^holderis

cc!dieieM^Ao îQU^^any rtxuganiza^^la^^er-l,
._:-L-...-L_ .,»-_^__^__ >te of^Aose dasses^ofVEasterh

reduce by 12% the level of flying projected in the January business
.plan for the period after Jury 1,1990 and to reflect the effect of
^Not"iares that encourage business travelers to fly £astera by
offering first dass.travel for approximately 19% less than other
airlines' unrestricted .coach feres. In addition, Eastern has stated
its intention to seek Eastern Bankruptcy Court approval under
Section 1113 of the Code to reject the expired ALPA and Trans-
port Workers Union of America (the 'TWU") labor contracts,
which rejection could lead to substantial cost savings, unless
negotiations with ALPA and the TWU are successful or assured
to come to a definite end. Eastern also intends to seek Bankruptcy
Court approval under Section 1114 of the Code to reduce the cost,
of health benefits for early retirees and those below age 65, which
will also result in significant costsavings 'to Eastern. -In an effort
to counter negative publicity and recapture business passengers,
.Eastern expects to substantially increase its marketing efforts. In
addition, die agreement with;the Examiner, •described below,
-would: remain on place, subject ;to Bankruptcy-Court approval,
thereby providing essential assistance to Eastern following its
emergence from Chapter 11.-Eastern-expects to begin negotia-
tions, in the near future with die Creditors Committee with
respect co-revisions to its. business plan .-and the treatment, of
-naims ofunsecured creditors. •'.••?":.••&««.. ":•>£•:•.••..'.•:••:••.:. • .• ..

• In discussions to date, Eastern ha^prbposed that secured debt
holders have their daims reinstated, *with certain ̂ portions of some
instramentsprepaid on confirmation to reflect die sale of aircraft
pledged thereunder and the balance of the outstanding indebted-
ness jescheduled.̂ Holders of prepetitiondckets^would Jbe given
the'dicoce. of;payment in.full upon ;plan confirmation or new
•tickets worth 35% more than die nice value of their original tickets.
A'new^eries^of preferred stock with a liquidation value of
$34,900,000 would be issued for all existing outstanding preferred

ceptAewll.-^-Jteferred, swhicfa would -be :cancelled,

(subject^tocertainexceptions'-in tt
approval thereof by the Bankruptcy <

In;February 1990, Eastern and the Oeditors Committee

subject to lexas Air's guaranty iof dividend payments, redemp-
:tion .pricc;and • liquidation preference, when due. Texas Air has
" aking dividend payments ̂ ^

subject to. a ̂ number of conditions/to a ̂ plan ̂ reorganization
pursuantto?which the unsecured oeoUtors would be|ttid^30%of
their daims. The -proposed plan-was premised,upon Eastern's
ability to meet feasibility standards set form in Section 1129(aXll)
of the Code, which standards were -included in 'Eastern's
January 1990 business plan.

Since February 1990, Eastern's business and, most importantly,
its efforts to attract business passengers have continued to be
negatively affected by the uncertainties generated by the
bankruptcy proceeding, including questions that have arisen about
Eastern's continued viability, continuing delay in achieving satis-
factory resolution of its labor contracts and negative and
disruptive media accounts about the results of the Examiner's
report described below. As a result of these and other factors,
Eastern's actual revenues and results have fallen short of projec-
tions. Accordingly, in late March 1990, Eastern proposed revisions
to the January business plan and informed the Creditors
Committee that it would not be able to go forward with the
reorganization plan due to its inability to meet such feasibility
standards discussed above.

Eastern has proposed to revise its business plan to reduce
further its postpetition fleet size (from 160 to 148 aircraft) and to

Eastern filed for protection under Chapter 11. .Texas Air would
rights it has against Eastern arising from such guaranty.

Eastern.is negotiating with-the committee of Preferred Stock-
holders ̂ appointed by the Bankruptcy Court (the "Preferred
Stockholders Committee") with respect to .this proposal, but no
agreement has been reached.
. In connection with the proposals described above, Texas Air
would retain its equity in Eastern and Eastern would waive any
and all potential claims against Texas Air and Continental.

Management of Eastern cannot predict when or whether any
revised reorganization plan will be formally accepted by creditors
and equity holders entitled to vote thereon or approved by the
Bankruptcy Court or whether any other equity holders or
creditors will submit a competing plan of reorganization to the
Bankruptcy Court. If no plan of reorganization is accepted, and
approved by the Bankruptcy Court, it is possible that Eastern will
be unable to continue in existence and will be liquidated.

On April 3, 1989, the Bankruptcy Court, at Eastern's request,
appointed an examiner in Eastern's Chapter 11 case (the
"Examiner"). The Examiner was given authority, among other
things, to review transactions between Eastern and its affiliates.
On March 1,1990, the Examiner filed with the Bankruptcy Court
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a report on his review of a number of .affiliated transactions. The
report that Easteorcould ;
assert pQMihlrHatmsggainst^
tnent desr"hfi bHoBypTfrnmf1rifTuicd:againft malting mirh riaitng

. Eastern rnanagementdoes notbelieve:mat Eastern has valid daims
against any of its affiliates with respect to the intercompany trans-
actions discussed therein. The agreement among Eastern,
Texas Air (for itself and Continental) and the Examiner; which
was designed to improve the economic viability of Eastern,
provides for, among other things, me .payment by Texas Air to
Eastern of $107,000,000 -at confirmation and the payment. by
Texas Air of $26300,000 of Eastern's deferred pension obligation,
In addition, all prepetition=obu'gations.:(including -notes) of
TexasAir, Continental and System One.to Eastern wouldbeofrset
against all prepetition obligations <of Eastern to such companies. .
All postpetition obligations among the companies would be offset

. agaiiist each other and meaetdamvw^
;appropriaterparty. iEastem,talso ̂ ouM obtain ̂ £rtam^urchase
options on delivery . to Continental of 40 -new B737-300 aircraft
and a.25% ownership interestin the CRS partnership expected to
be formed -with .EDS: The -agreement is subject to Bankruptcy

;' Court approvaland confirmation of a plan ofceoiganizaaonrsatis-
factory to Eastem.-Eastern hasmoved thatthe .Bankruptcy Court

• approve tfae-agreeinent^Eastem ..
• the hearing smr.roditm6tjbry^^ dtself rwfll .
, '.analyze^the.fiyaUditjpapt^ •* .-
'•' — ..IJ i- ____ JJIL "^^^^}'-'̂ .̂̂ ^^^-'- f̂̂ ^ \̂''z^-.̂ .̂ '̂.- -*1 .*T'-.-*• .jCc îM'beaBserted;̂ ®^^

r-Jtoem estimat^
mately $3.2 billion • of jprepetition -liabilities, Including
approximately -$2.3J)illion of long-term indebtedness anddpital-
ized lease obligations. The aggregate amomitt>f daims fil^

other .route authorities; G>ntinental will transfer to American
certain gates .and sell .-to American a route and certain slots and
ystem One will transfer telecommunication lines and equipment

related, to Eastern's Central ^nH South American operations. In*
addition, certain claims will be settled -including various claims
arising out of disputes involving the System One CRS and
American's CRS. See Note 12. The transactions, which are subject
to certain conditions, provide for payments of $349,000,000
to Eastern, $102,300,000 to Continental and $19,500,000 to
System One. The transactions also remain subject to approval by
the DOT; approvals by the Bankruptcy Court and the Depart-
inent t)f Justice have been obtained. Currently, Eastern and
American .are engaged in a dispute as to whether certain condi-
tions have 'been met relating to the sale of certain assets in San

Juan. Eastern and American have been negotiating a resolution to
.this dispute,, but if no satisfactory resolution can be reached, the
issue wiU be submitted to the Bankruptcy Court • • • .

'During the firstquarter of J990, .Eastern sold to an unrelated
third party five A300 aircraft which were imm^iatdy leased to
Continental for gross proceeds to Eastern of approximately
.$132,300,000. Also during the first-quarter of 1990, Eastern sold
-to and kased;back from an. unrelated third party ̂ ixA300 aircraft
^for^af^reKimately-$l68,000,000, sold to wrfrfrd third parties
x>nei^pllviftirci^ for $13,500,000, two DC^W aircraft for
'$13,000,000 and two -B757 aircraft for $74,000,000. All of these
-transactions are or will be«ubject to Bankruptcy Court approval

^v*#».,*y '̂:Sw^^ .£./*.•::. . \ ^r ... .-Jwr! ;.?•..« -. '^-VX^M*?-:^ . •• -.- .-.- ••' '

state-
men ts include the accounts of Texas, Air .and its/subsidiaries,

the P^nVruptcy "Court -in ' connection with Eastern's ••O*pj«tifr. 11
procccdmgs, <howeve^^^eyeralitiipes fc

-inter-
y trpnfflftions have been ̂ *>n*nfl>icd.

estimates of such daims. "Eastern i)elieYeslthatTnahy/of these
.daims .are :duplicat^invalid^c«^i>ased4ipon4»ntingerictesr
have not<occurred;rlte resolutiom^
tion and other matters adverse to Eastern .could have, a material
adverse effect on Eastern's financial condition; however, because
of theongoingnature of the Chapter 11 proceeding, the outcome
thereof and Eastern's ultimate liability resulting therefrom
currentiy cannot be determined. : « • • • = " '̂̂ :

!.r:i' VST :„.,.: .i ••••
In June 1989, Eastern sold its Air Shuttle division to Ihimp

Shutde, Inc., for $365,000,000 in cash. In 1969, Eastern sold other
assets consistent with its rebuilding plan, including 41 aircraft,
certain gates, routes, slots and facilities for gross proceeds of
approximately $497,200,000 before related debt repayments, of
which $32,500,000 have been paid and $163,500,000 remain subject
to approval of a final plan of reorganization. Eastern also has
leased 14 B727-200 aircraft to Pan American World Airways, Inc
for a term of three years at an aggregate rental of approximately
$58,000,000 over the three-year period.

In December 1989, Eastern, Continental and System One
entered into separate agreements with American Airlines, Inc.
("American"). Pursuant to the agreements, Eastern will sell to
American, among other things, its 14 Central and South American
routes, certain hangar, cargo and office facilities, slots, and three

.•^afiyfrfrif "fffurirics—Ma|friftaHg :-j«fn>ririCT iH|p-far"?4 -at
^me^^ofcost or inarket value. As of December 31,1989 and
^$88yjtep^ t̂nese.«curities was approximately $60,581,000
^ndi$WJij^ :' :••>- ..
" (c) Kestricted mvestoents-AtDecember 31,1989, $574̂ 03,000
of Eastern's cash and investments were held in .segregated
accounts for the benefit of Eastern's creditors. Hiese funds include
cash generated from asset sales, rental income from aircraft: leased
out to third parties and accrued interest income on such restricted
investments. Eastern obtained the release of $320,000,000 (of
which $110,000,000 was released during the first quarter of 1990)
from its restricted accounts to meet its obligations and imple-
ment its business plan.

(d) Traffic receivables-Certain of Eastern's traffic receivables
were sold by Eastern to a bank under revolving agreements which
expired in 1989. The agreements provided for 18 or 45 percent
of the selling price to be withheld by the purchaser to cover
uncollectible accounts and customer refunds, which have histori-
cally approximated nine to 11 percent of the face value of the
receivables sold. The excess of amounts withheld were remitted
to Eastern as receivables were collected. Eastern was also respon-
sible for all related servicing costs. The balances withheld by the
purchaser under these agreements amounted to zero and
$22,300,000 at December 31,1989 and 1988, respectively. Proceeds
from the sale of these receivables amounted to $49,800,000 and
$313,800,000 in 1989 and 1988, respectively.



(e) Spare.parts and supplies-Flight equipment expendable parts earnings of $131,000,000. This charge, which had no impact on
lid supj^esareTalued at average cost An allowjuutfj^ is reflected as a separate tine item in the 1988consoli-

_. ierice îs taccnie4|̂ u1ocate ^ coto af the^^ consistecbofan-
^useful Irvesjof OK jdated aira^ aj^ ^ for reaccommodation of passengers on
•••residual valuW^feffe''',/•';,-'.•. ';',.. • :' -v •&&&&*•&•'{ 1^other«rlin'es^and ah estimated $65,000,000 for revisions tjf

(f) Property and equipment-Propeity ̂ and Equipment are " revenue^recognition estimates -including those related to ticket-
depreciated to estimated residual values over their estimated ing errors, foreign currency fluctuations and revenue capture
useful lives using the straight-line method. Estimated lives are methodology. The change in estimates that required this charge
eight to 21 years, depending on the lease period, for aircraft related primarily to activity in late 1987 and, to a more limited
acquired under long-term capital leases; four to 28 yearsforowned degree, the first quarter of 1988. Continental has revised a number
aircraft; and two to 25 years for other property and equipment of its procedures used to estimate its advance ticket liability on
including airport facility improvements. Maintenance and^epairs a current basis.
are expensed as incurred; major renewals and betterments are .. QPassenger traffic commissions-Passenger
capitalized and depreciated over the remaining life of the asset ' - are recognized as expense-when-the transportation is provided

Effective 'April 1,1987, Continental extended the depreciable and the related revenue is recognized. The amount of passenger
lives of its narrow-body aircraft to April 1,1997 and its wide-body traffic commissions not yet recognized as expense Js dmifiH in
-aircraft'to April^2002'fa^ifa'idfrffii'aiHMkyj^ stateriientsasjbrepaymehts. '• •;'.t̂ I.'.,*-.-
twera shorter;peno&;iX1&
a reduction of depreciation arid amortization expenseof approxi-" •;'" a combined frequent flyer program known as OnePass that
mately $11,400,000 for 1987. Effective April 1,1989* ̂ Continental" .provides a variety of awards to .program members based on
standardized therdepreciable lives of all its jet and ̂ certain of its accumulated mileage. The estimated incremental cost of providing
commuter aircraft to ^8 years from to&datoFB^ is recognized as an estimatedliabilhy and'charged to
aircraft being^Hepreoated over i
depreoablej^
amorttzaticra-exj&ise^

~ , ^ " itedassified«rtaiaof^
*?*•--• •'*•*"•"&!-•<i-*-• ' -<*>i»»*:'«iW/•»-.&jftfeta£&.

whenprbgram members •r"'"Milrt|B- sufficient mileage to
y^torAee travel awards. Such estimated liability u adjusted

discontinued
'•'. • 1 i ' • '4'.resulting in a-
$19,400,000 fotthe

The Compa "

rty«na'

ended December 31,15
aircraft ileet is1

maintenance overhaul procedures. Costs
• • • *• • •• ^"p"^-• •— i "" " • • •"% • • ̂ f *«,vV*•*>»••

as incurred. H
ty ;̂gSifiiliz•. • *"^ ̂  \s^j

:»'•:•• • —Jm ' • •••:'••. •••'" '••••••'•i ^^rMafegg-^tjAaiMgd^TOutme.Tmainteoanoe ;and jcepnrspnrfa
tSl*i'-*?i; •• " "'t_vj_•'•••'•'"•^'•••"••• '•'ii*-- " ;1Vl.¥*i"I'̂ 9Maiikabons which increase the usefulness

^FncA'ffflyliasediOn awards earned and awards redeemed. As of
^J3ecejnlx£^4$^ had recordedair traffic,.

)̂ 0(̂  and $37,400^)00,respective ,̂ ibr
^g^jg^^at^iai^tyjnnder^

i:*Mrrency '•trHrTsactiopff"F^a^*y**^ -ti\A •&
7fpreigri currency transaction,adjustments :are<induded in .the

-, ,.. . a^fOpC1^OMOna.(j11Ij t̂(̂ )a .̂j5I1MCiai
%idi this^ results for 1989;i088 and 1967 indudegains (losses) of $4853,000,

i. -"is-.- -..<"£•&&•**•*. :-.-;•;
— thesranajf

f̂ »*.*.7'.7-icî r.v.-' : ••.;:! •-f ^. •••-. KTf.-s-TJ^-'Bsyj; ._.-
}Incometaxes-A provision for4ncome/taxes is based upon

^mcbme;tax.I)eferied'federal income-taxes arise
• m m ^ ^ m ^ m n •*••'•' ''- - — -""- '̂ •'- - ^" '-"̂  * " ' ̂ l?£f• • • • * '!iCXpCII!tff-llCili^aBC.:tfyp^lliZCtt'Jn'':fl"IAiUlt 1
.• . : . • . ._. . . - ...*,. • • . • • . • . -f•. _ g» •«•_.

(relating primarily to the acquisition of Continental
recorded u goodwill and is being
30-year period using me straight-line .method. As of December 31,
1989 and 1988,gCK)dwmcompm^$277,064,t̂ ^
respectively, of the balance in Other Assets; net of $30,487,000
and $19,460,000 of accumulated amortization, respectively. During
1989, 1988 and 1987, $11,027,000, $10,871,000 and $8̂ 48,000;
respectively, of goodwill amortization was expensed in the
consolidated statement of operations.

(h) Deferred credits-Deferred credits consist primarily of
deferred gains from the sale/leaseback of aircraft. These credits
are being amortized as a reduction of lease expense over the terms
of the related leases.

(i) Revenue recognition-Passenger revenues are recognized
when the transportation is provided rather than when the ticket
is sold. The amount of passenger sales not yet recognized as
revenue is reflected in the consolidated financial statements as air
traffic liability. The companies perform a periodic verification of
this estimated liability, and adjustments which result therefrom
are included in the consolidated statements of operations.

Continental revised its estimate of air traffic liability during the
second quarter of 1988 which resulted in a one-time charge to

S^^T^-^TVv '̂̂ «** .̂--^-.-. v* :._....: v^; • . - . ^ \ ... T^ ... :
^ time /periods for •federal income tax purposes than1 for •financial

.»•""•; •""•" s^ i/W'-^fr" • • • . • .
/ '•reporting purposes. The benefits of net operating loss and invest-
..̂ .ment tax credtt^canyforwards are recognized to the 'extent the
-' -benefit is realized or to the extent of existing deferred tax credits.

.
(n) Net loss per share-Loss per common and common equiva-

lent share for 1969,1988 and 1987 was computed using 40,030,000,
39,308,000 and 38,963,000 weighted average common shares
outstanding during the year, respectively. Preferred stock dividend
requirements and amortization of discount on preferred stock for
1989,1988 and 1987 of $23,260,000, $23,633,000, and $24,121,000,
respectively, were added to net loss for this computation.
Although certain preferred stock, warrants and stock options are
considered common equivalent shares, they were not included in
the computation since their inclusion would be antidilutive.
Similarly, fully diluted loss per share is the same as primary loss
per share since the assumed conversion of certain preferred stock
and convertible debentures would be antidilutive.

(o) Statement of cash flows-As of December 31, 1988, the
Company adopted Statement of Financial Accounting Standards
("SFAS") No. 93, "Statement of Cash Flows," which requires a



statement of cash flows .in .place of a statement of changes in
financial .position for .fiscal -years^ending iafter July 15, 1988.
Restatement x>f:riore^

1989 1988

tory; accordingly, a consolidated statement of changesdn financial
position has been provided forme year;encfed December 31,- 1987.
Cash equivalents consist of short-ternvhighly liquid investments
which are readily convertible into cash and have original maturi-
ties of three months or less.

(p) Reclassifications-Certain ledassifications have been made
in the financial statements. for. prior years ;to. conform. to the
1989 presentation. - ..>.-... =-. .. .....

. . _
Long-term debti(aet of indebtedness ̂ payable to affiliates)
at December 3V1989 ̂ and;1988jis;^umniari2cdfas follows
(in thousands): -^r.-.. ' • v-&: v-iroY.'--*•'•

.... ..Eo^ipiiientJnist Certificates, 11.75%, 12.7?%
and 13.75%, payable through 2001 .........

Second Priority Secured Equipment Notes.
17.25%, due 19930)

•• Seemed EcHiipineot Certificates, 11.48%, •
due 2002

Promissory Notes, 8% to 10.06%,
payable to 1996 (m)

Installment and Other Purchase Obligations,
&625% to 17.25%, payable through 2002 (n)i ..

Subordinated Indebtedness:
Manufacturers Subordinated Notes, prime or
. Eastern's Leverage Ratio, due through 1995 (o)
Manufcktoim Subordinated Notes, 9.25% to

1325%, due through 1998 (p)
Convertible Subwdinated Debentures, 4.75%,

$ 453,765 $ 457,765

mijffQO . 20QyOOO

188,000 188,000

200*79 193.946

120,207 154,675

duel993(qXO.

>SeiiiorSeaii*aisS^^
Notes payable, 9J8%tol3.69%andLIBOR; '-_'" Jr-:^'-^:^ •;£"#•

Notes payable, 9%, payable, to 1994 ...i i, ̂ j.-.•:_>. p":. :j^..^jjJOD. .ivjj>:>:,i;$'
Senior Unsecured

due 1992(0(0
,5%.

tores, 3%,
due 2008 (rXt)

ConvertibleSubordinated Debentures, 11.5%,
due 1999 «(u) =,.;

Convertible SubctfdiiiatedDebentures, 11.75%,

79424

151̂ 75

-10353

25,774s

9373

136,913.

84,016

147,247

9,916

24,546

9318

133322

23.473itajDBî ..:.̂ ;;..;,,..,̂ ../.;.,

Total Eastern ..r.;... -.' . -..; .., . $ 8gP77 $Notes payable to banks, 11% topnme phislWv

;.iT N«es payable, 8.3%to
•"^^-^pt^lDVBW^^.^

Notes payable tbinsotopons,
"... v.:?r--^p^iWe-ttP^9jj,<d) '

• jEo^pnicntvArttSt.Certincatcs, 10% tt>
..payabteto 1999(0^v. ̂ v5, .

Aircraft deposit notes, prime phis 2%to
plus 2.5%. payable to 1998

Revolving notcs^ pome phis 2%,
payable to 1995 (c)....

.Notes payable, prime phis 2%,
payable to 1991 (c)^).'.

Notes payable, 8% to 16,5%, payable to 2006 (h) .
Floating Rate Notes, LIBOR plus 1.75%,

payable to 1996 (c)
Subordinated Indebtedness: .

Convertible Subordinated Debentures, 3.5%,
payable to 1992(i) '

Subordinated debentures, 5.5% and 11%,
payable to 19960)

Subordinated obligation to People Express
claimants, 15.75%, payable to 1999 (k)

r^^^S?^S^i^^^^^^^^ '̂M^ '̂ •• >>•;«. 5--v':- *.;-! - Vpayabktol998 •.-;.«,.. ...̂ yĵ v.;. j^v;*^;. r;64388 • '$. 74
I,... 4^M0* ̂ MU AwH% UltMMUUI^V • «^» m • • • • « • • • • • • • • • ••• • • • m^ t̂mjS^££Sr

74,634
(33,128) (33.423)

$ 4UH

;;;:.::..,.. $ 4073*5 $ 4457,890

(250*50) (256*30)
•-. - (UH064)

30*85
328,724

38,106

12,120

12,627

5,000

63366
332.313

38,106

11,422

19,547

5,000

1̂ 38,175
Less: Current maturities (124,155)

1328,627
(125.423)

Total Continental $ 1,714,020 $ 1.703,204

Origuial contractual maturities
Dueto.deniilt..'....... i'.."j .̂. ...*.. .•.•.;...'.. .•. .• "*• •. -™

. Liabilities Subject to Chapter 11 Proceedings .. (1392J91) -
Total .-,,-,..'., .... $2^29,404 $2.346.996

(a) The LIBOR rates related to this debt were 8.3623% and 9.4375% at
December 31,1989 and 1988, respectively.

(b) These notes bore interest from August 18, .1988 to November 30,
1988 at the rate of 16% per annum. An additional 30 basis points was
added to the stated interest rate of these notes from November 16
through December 5,1988, in accordance with the terms of a regis-
tration rights agreement relating to the notes. On December 1,1989,
the interest rate was reset for a one-year period to 17.73% per annum
which, pursuant to the terms of the notes, was the interest rate the
notes should bear in order to have a market value of 101% of the
principal amount thereof. Notwithstanding the foregoing, the
interest rate on these notes shall not be less than 16% per annum nor
greater than 20% per annum. The notes mature December 1,1990,
except that Texas Air may, at its sole option, extend the maturity of
all or part of the notes for successive one-year periods with the final
maturity date ending on August 13,1993.



(c) As of December 31,1969 and 1988, the prime rate associated with
.• this indebtedness approximated .10.3% at each .date, while -die
UBOR fate lor the companble^dates approximated 8.4%-and
9.3%, respectively.., .^ ...... :.;.•,£'... • • . ; . . . . . . . ;-,*:r :•-•.>:••'.*• .'• •

(d) leas Air .has guarantied payments on approximately $41,939,000
principal amount of these notes, phis interest, which .notes arc
secured by two DC-9-80 aircraft and two 737-200 aircraft acquired by
Continental and New York Air in 1986. In January 1990, the guaran-
ties related to the two 737-200 aircraft were cancelled in conjunction
with sale/leaseback transactions.

(e) Warrants to purchase 5,100,000 shares of Continental's common
stock at $8.50 per share were issued in connection with these notes.
These notes have annual mandatory redemptions and are secured by
certain Continental leasehold interests. These notes are net of
unamortized discount at December 31,1989 and 1988 of $2393,000
and $3343,000, respectively. As a result of Texas Air's acquisition of
the minority interest in Continental, the warrants, when exercised,

(n) These obligations are inclusive of unamortized premium of $615,000
. at Jxtth December 31, 1989 and 1988. The efiective interest rate of

(o) The effective interest rates of this debt ranged from 12.75% to 13% at
.both December 31, 1989 and 1988.

(p) These notes are net of unamortized discount of $19,737,000 and
$24,165,000 at December 31, 1989 and 1988, respectively. Hie efiec-
tive interest rate of this debt after revaluation was 16.83%. The
interest rate is subject to upward or downward adjustments based
on Eastern's profit margin for each year. For 1989, approximately
$75,500,000 was subject to an adjustment of plus or minus 125%
and approximately $95,900,000 was subject to an adjustment of plus

(q) into approximately $183.82 of cash

(0

•are currently execcisabJe for approximately $84,500,000 ia«ash.
See Note 12. . • •••? .<•• ' v-..,;,"

i junction with salefleaseback transactions in 1989 andin i
1988, respectively, $134,000,000 and $42,000,000 of the free value of
these notes were retired. These notes are net of unamortized
discount at December 31, 1989 and 1988 of $13,304,000 and
$15,204,000, respectively. In October 1989, Texas Air sold $60,400,000

and 4.41 depositary preferred shares representing Eastern's 11.36%
- Preferred (the ^Depositary Preferred Shares") for each $1,000

principal amount of debentures. These debentures are net of
. i -unamortized discount of $2,406,000 and $2343,000 at December 31,
..... 1989 and 1988, respectively. The efiective interest rate of this debt

1^ .-••••-- :•-• •
(r) 'Due to Eastern's' Chapter 11 filing the conversion features of mis

'debt cannot be exercised.
(s) These debentures are convertible into $125.00 of cash and 3 Deposi-

-•• •••'• tary Preferred- Shares far-each $1,000 principal amount of debentures.
:-.. Tn^debentmtsaie net oiunamortized discount of H460,(XX) and
;;$5,688,000 at December 31̂ :1989 and 1988, respectively. The eflec-

.,.
reporting purposes Ji
parties -for net procccds'of approximately :$!

(g) .This debt represents misecjiedicreditonCa^ the (t) ;These debentures are convertible into approximately $390.63 of cash
Continental ;plan^jeoigan^^ for «ch $1,000 principal
.along with die rdatedacccueH inteiest, maox>rdaiic& with such pbn. ... amount i^debentuRs.Jlliese .debentures are net of unamortized

(h) In March 1987,'X>mn t̂d^ 7 cliscount of ̂ ,646^006 a^ $1C),120,0()0 atTtecember 31,1989 and
. 11V4% Senior Notes. due;1997 which arejuarantied byTexas Air. ' "'1988, respectively^ the'efiective interest rate of this debt after revalu-

. . These notes .are net of unamortized discoun^pecetaber 31,1989 .„";• ation was 16.56%. . .'.. .
.anH 1SW8 of $44^51,000an^ $45380̂ 660, mpt^njy^-^'^'"' '" (u) These debentures are convertible into approximately $390.63 of cash
TbeKd^benturerarem and 9.38 Depositary Treferred Shares for each $1,000 principal
"bTIensVfficoth^n '̂ .debentures are net of unamortized
Air 15% $20.00 GimuUtive Preferred Stock, subject to " "Discount «f̂ l3;058,000 and $14,449,000 at December 31,1989 and
ments. These d^bentiiresareoet ofim^ discountat3>eciem;-̂  J ^1988^espectively:aî effixtive interest rate of this debt after revalu-
cbet31t'1989̂ ;19B8,̂ .$1496>K)pjB^ '
These debentures aretwtof tmamortized discc4mtatl>ecember31,

(i)

0)
...... 1989 and 1988 of $1̂ 20,000 and $1̂ 92,000,1
(k) Continental agreed to issue this obligation pursuant, to die settle*

ment of certain litigation against People Express brought under the
securities laws relating to 'claims arising before die acquisition of
People Express by Texas Ait In March 1990, Continental agreed to
purchase mis obligation'plus accrued interest from date of issue'for
approximately $4,400,000, subject to court approval.

(1) Texas Air agreed to guaranty up to two years of interest on these
notes, for which guaranty Eastern agreed to provide partial security
and to pay Texas Air a guaranty fee at the annual rate of 2% of the
uncollateralized portion of the guaranty and .5% of the collateralized
portion. In March 1988, Eastern deposited $40,000,000 with Texas
Air as partial security for the guaranty, which amount will be returned
to Eastern with accrued interest if the guaranty is not utilized.
Pursuant to such guaranty, Texas Air paid on behalf of Eastern
$17,250,000 on each of September 1, 1989 and March 1, 1990 for
Eastern's semiannual interest payments, which payments were offset
against the $40,000,000 deposit.

(m) These notes are net of unamortized discount of $12,632,000 and
$19,566,000, at December 31,1989 and 1988, respectively. The effec-
tive interest rate of this debt after revaluation was 152%.

onvertible into approximately $480.77 of cash
.aad.ILM Depositary Preferred Shares for each $1,000 principal

... .. amount of debentures. These debentures are net of unamortized
" ""discount of $3,436,000 and $3,567,000 at December 31, 1989 and
• . "1988f"M5pectivery. The effective 'interest rate of this debt after revalu*

ation was 13.95%. '

Certain of Texas Air's indentures contain covenants requiring
maintenance, on a consolidated basis, of a defined level of tangible
net equity. Due to die substantial losses recorded during 1989
and 1988, Texas Air foiled to meet such maintenance requirements
in late 1988 and was required to redeem approximately
$61,600,000 of indebtedness during 1989 and January 1990. During
December 1989 and the first quarter of 1990, Texas Air purchased
in open market transactions approximately $158,400,000 of its



public debt securities, thereby satisfying all mandatory redemp-
tion requirements associated -with said'securities'which might be
required during 1990 and, in
addition, certam mdenturics of Texas Airwntaln restrictions on
the payment of dividends

• * •• -v'U.- .-._'. .

Company has not paid dividends on three of its four preferred
issues since the third quarter of 1988. Texas Air has not paid a
dividend on its common stock since the second quarter of 1983.

Certain of Continental's debt agreements contain certain
restrictive provisions relating to .payments of .dividends and
maintenance of a minimum consolidated net worth. According
to the terms of certain debt agreements, as of December 31,1989,
Continental was unabfeto pay xlividends<>nrtsxx>mmon stock or
preferred stock. '-^;>''*•''.''•'•'• "y • { - . • •;'. • " ' -;..- •;' '•• '•""• .'• '" •

Prior to Eastern^ "filing ibr Chapter 11 ieorgahization, certain
of Eastern's mortgages'anil mdentures imposed certain restric-

. -f." v,m'- '•', •' '..:• . ?• .tiff.-~tmieir*'tf'- ' \'rf| «V» '{fv-*1!1 .i*if' • '».^ •?•«,. gf •;•' -Iftions on the payment of^vjaena^^
^maintenancex>f certain Jevds^l^:i^dffi^^
. collateraL As a result of the Chapter.il-fuiftfi:, lEastern is in defeult
f '' ' t • _'l '' '1 f " '•" ' . ' ' . « 'II ' II 'f*i^

generally on a long-term net rent basis, whereby the companies
.pay'taxes, *n?*n*gnince and-certain other operating expenses
applicable td^he leased premises. -:> - : i-:

At. December 31,1989, the .scheduled future minimum lease
payments under capital leases and 'the scheduled future minimum
'lease rental payments, net of subleases, required under operating
leases that have initial or remaining noncancellable lease terms in
excess of one year and operating leases of aircraft are as follows
(in thousands):

Capital
Incases AiRfaft

Operating Leases
Other

Year Ended December 31,

i99i. ....... '.I....,'.
" «t::̂ :v.-: ;.•.'.-.-. :::

•• -1993" ii--:-?":1. •.•.•;•;.-•.•.

•under die terms of substantially all of its/lpan^d^ea^ agree-
ments, notes, debentures and mdentores; howevei^such defaults
will be cured or >wah«d before ;or concurrent.<with.^"efiective
date of apian of reorganization, 5eeNote2.is -iBisK=i«i$i>»«s?J.- .

• Gurrendy, Eastern is ^making principal and -interest payments
on postpetition and ̂ >n-tertailiyprcpetitioh debt -pursuant to
.Section 1110 of the Code. No omefprmc^
paid -witJiouY^
accrued mterest on itslnxiseaired 'obligafibniH'l^vhowevei;
, • '...•. i^V :•••»»•'••.'••.'•-• .' . •'' .1' ! --= ?•* tJ^-iV it .-JM* '~f'̂ - '*•*. f •>•':•due .to the uncertainties relating to a linal plan of reorganization,

Eastern ceased accruing interest on unsecured. pbligatipos^eflfec-
tive January 1990. See Note 2. ".' ..\ . ' . ' . :'."'~* 'V, '.-.'i* ! ^ - .-":

Continental has .agreed .with the seller of certain used aircraft

later yean .......... '. ..... .....
Tfttal tnuumiuyi tftiff juyjui^pta • • ^.-;'."

. Less: Amount representing interest ". . .
.Fresent^ralueofobligations.nnder
...... ...capital leases. ... ._. . .-.. .cvv.. ,.....,..

"" "

$ 208,617
192,753

' : 183*219
170356

:.V 159315
773.466

•::ii6B8,226

$ 453327
445.711

- 438.928
': 422,482

>.. . 374,185
2.429,182

$4.563315

$ 352,494
339.414
327364
324351
320384

. 2.333.699
••$4.197.906

fr^ii*aBiiV«ws^?rtw^^
•• Lbi^nnho1>I^gationi•ndrif;';*iiM'll|Ir--:1; '•"• : ;' "• '--•••"•"

• •• iV^^y.'n&rv:^ 366.̂ 34 '*• • . - - • • • • '

mately $54,000,000 in secured debt assumed in connection -with

with an unrelated party to refmance the
through a sale/leaseback transaction subject to certain conditions.

Scheduled maturities of long-term debt of Texas Air arid its
subsidiaries (excluding Eastern) reflected in the consolidated
balance sheet as ofDecember31, 1989, due over the course of the
next five years, are approximately $250,082,000 "in 1990,
$133,343,000 in 1991, $373,170,000 in 1992, $334,013,000 in 1993
and $181,604,000 in 1994. As a result of the uncertainties relating
to a final plan of reorganization, future minimum repayments of
Eastern's long-term debt have not been presented.

A substantial portion of the subsidiaries' assets are subject to
various chattel mortgages and trust agreements securing indebt-
edness of those subsidiaries.

NoteS-Leases
The companies lease certain aircraft and other assets under
long-term leasing arrangements which are recorded as capital
leases. Additionally, the companies lease, or have constructed as
leasehold improvements on leased real property, facilities
including airport and terminal facilities, sales offices, maintenance
facilities, training centers and general offices. These leases are

'"Tbnil rental̂ ^ Ggjense'ttir all operating leases,' net of sublease
.rentals, was $738,796,000, $662,749,000 and $530,041,000 in 1989,

^198 îand 1987,̂ respectiyely..'nie above minimum iental.payments
and total rental expense do not include landing fees. -
^•;:nimfw |Ofl9t'f^nrinental sold .and leased back 21 aircraft. The
-tenns'.-of^he4eases ranged ̂ nx>m,six;to ten years. These trans-
actions generated approximately $252,000,000 in cash, of which
$115,000,000 was used to retire existing debt on the aircraft, and
resulted in deferred gains of approximately $147,000,000. During
1989 and earry;i990, Continental agreed to lease certain terminal
improvements and flight kitchens in Houston, Newark and
Cleveland. Such facilities were financed with the proceeds from
the issuance of approximately $127,000,000 of tax-exempt indus-
trial revenue bonds issued by governmental agencies. Continental
has agreed to fund the principal and interest payments related to
such bonds through long-term lease agreements. In March 1990,
Continental agreed to lease from an unrelated third party, on a
long-term basis, one B747-200 aircraft, which is scheduled for
delivery in the second quarter of 1990. Continental has agreed to
enter into a 20 year lease at Denver's new airport, which is sched-
uled for completion in 1993. Continental expects that its cost of
operations at Denver will increase as a result of the relocation to
the new airport.

The Dade County Aviation Department, which operates Miami
International Airport, has asserted that Eastern's long-term lease
at the airport for certain terminal facilities expired March 11,1989.
Eastern believes that its leasehold interest extends through March
1998 and that its leasehold interest is subject to the protection of
the Bankruptcy Court



Future minimum lease payments under capital leases on nine
aircraft with principal amounts.Aggregating $114,946,000 and
future ^HMtMHimm 'jease * pwft^wtitiP"™^^Ty*f^r^" -'under -.operatinj? •
leases :aggtegatmg.$ili;393,000-4ie^uaiantied -by Texas .Air,
Texas .Air fas also provided JMck^up deficiency;guaranfies to
certain aircraft and-engine manufacturers on their deficiency
guaranties related to three additional DC-9-80 aircraft leased by
New York Air in 1984 under long-term operating leases and two
B737-300 aircraft purchased by Texas Air in 1986. The guaranties
provide that the manufacturers will pay up to a specified amount
of any loss in the event of a default because of a shortfall in the
value of the aircraft upon a disposition of the aircraft following
default Texas Air believes that currently the value t>f each aircraft
is greater than any amounts that may >be payable to the lenders
and lessors in the event b£a-defiuilL-::::;t • . • ..--".m .•

Minority interest ̂ ^ffficyiffihe^^ j!988 included .
2,383,687 and 2384203 snares, re^ectivdy, of Eastern's 20% Partic-
ipating Noncumuktive Convertible ^Preferred Stock (the "20%
Participating Preferred") with a: book value of $8,545,000 and
$8,547,000 and a Uquidatiorirpreference ^f^^SP^OM and
$206,639.000,•-.respectively.iThe 2<)% Particiriaring Preferrediwas
issued^ pursuant:toEastern's 1984 ;$fige .investment' Program >to ;'•'
employees' trusts (wtth-the^exception*of^issuancesj.toxertain.;
pilots) -with d^tributicyand-other:rcnns;sub) various .

"trust arrangemerits^iTh'es* "«1̂ ^ liquidation
preference subcodiiiateJtoijQfa .
(other than thelli36^Prderred, to which it is seniorX with liqui-
dation preference^educed by the amount of any drvidends^paid
thereon and proporrionittdy^reduced for any iurm conversion
of these preferred shares:Dividerids on this series, as on all other
series, are payaMe only-whcn^a^^^^^^
Directors.-Before dividends ̂ y'tbe:p^ron '̂t^:senes, all
dividends and ̂ sinkmg fund ^ jorl xtoe: on
Eastern's other rptcfeaeclaeries^
may be paid only to me extent br*20% of Eastern'sirietincome; as
defined, subject .to a maximum ̂ annual dividend -of '$8.6667 per
share. As a result of Eastern's Chapter 11 reorganization^payment
of dividends on this issue is subject to approval by the Bankruptcy..
Court For a discussion with .respect to a new issue of preferred
stock that has been proposed to be -issued to Eastern preferred
stockholders, see Note 7. • " - - . •• ",-

As proposed, Eastern's revised reorganization plan provides mat
holders of the 20% Participating Preferred would receive a new
series of preferred stock with a liquidation value equal to 5% of
the liquidation value of the stock currently outstanding (approxi-
mately $10,300,000), a 10% annual dividend rate after a two-year
grace period with annual redemptions of 10% in each of years 11
through 20. See Note 2.

Note 7-Preterrad Stock
The Company has authorized 15,000,000 shares of preferred stock,
$.10 par. The unissued shares may be issued as either redeemable
or nonredeemable. Texas Air's outstanding preferred stock ranks
junior to all existing and future indebtedness of Texas Air and
senior to the common stock. Certain indentures of Texas Air
contain restrictions on the payment of dividends by Texas Air,
pursuant to which the Company has not paid dividends on its

preferred issues (with the exception of the 15% $20 Cumulative
Preferred Stock, on which stock dividend .payments .have been
made) -since the rthird quarter x>f; 1988. Accordingly,̂ as of;
December 31,-1969, Texas Air had approximately $25,299,000 of
dividend on its preferred stock in arrears. • • • « --.

iRakmabkPreftmdStock. As of December 31,1989, me following
series of redeemable preferred stock were outstanding:

Ijquuiition Aonusl
Shucs Amount IrcMvcnoc Dividends

StriM Outttmdiqg ($000) ($000X0 (periimeXO

Texas Air
15%$2a.OOCumulative

Brefcmd 19363(a)$ 386 $ 387 $3JOO
&90% Cumulative Junior . . .

Adored(b)............ 5,12l(t) 29,969 _5I^08 Oft \
12% CumulativeJunior

Adored (b).:...,... 5,633 48,637 ^6,548 120:

2.72

iii

3.12

244

$2.72 Cumulative
. ..:... 2,488330

$3^4 Cumulative .
Fkdored(c) ------ :... 3,607,690

$3:12 Cumulative
. . Ademdfc) v/.;,c.,.
..1L36% Cumulative Junior

43,994 . 62^08

109,219 12U66

.42,132 <•.. 44244

K.

part at any .time
share jAisafr^mrtlalH and uqpaid dividends.. , . .. .

(c) Redeemable «t 'Eastern's option iit any time on 30 days' notice at

accrued and unpaid drvidends.Trie $2.72 Cumulative Preferred and
.'$324 Cumulative Preferred rank in parity and are senior to all other
'r'classes..jlod'~<enes ;of ̂ Basteio^i^itbdc'witD respect tD"payment of
dividends -tod liquidation preference.~During 1989 and 198B, respec-
trverj;;Eastem issued 1;450,168 and 623329 shares of its red

/:.4s^mdends4nvJoiid (net of 33318 and
.-14̂ 06 shares issued taTexas Air). As a result of Eastern's Chapter 11

ceorganization,.payment -of .dividends on these issues is subject .to
.. approval by the Bankruptcy Court In the first quarter of 1990, Eastern
. did not dedare dividends on these series.

(d) Texas .Air guaranties, on a subordinated basis, the payment of
dividends, redemption preference and liquidation preference.
Pursuant to such guaranties, Texas Air made dividend payments

- aggregating $20,063,000 and $6,688,000 during 1989 and the first
quarter of 1990, respectively.

(e) The carrying value of these series is being accreted to the liquidation
value on the interest method over die periods the series are expected
to be outstanding.

(f) Annual dividend requirements of $0.63, $120 and $2.84 (per share)
are associated with depositary preferred shares, each depositary
preferred share representing l/1000th (in the case of the 6.50% and

• 12% series) and l/100th (in the case of the 11.36% series) of a share of
the underlying preferred stock.

47



equal to sk full quarterly dividends. Holdersx>f the 6.50% Depos-
itary Preferred Stock

Holders of the Eastern preferred issues are .entitled to vote (only
upon certain ̂ matters presented to a vote of Eastern stockholders), . At December 31,1989,14,885,083 shares of common -stock were

TCsenred;^follQws:;2j563,205 shares Jbr issuance ̂ upon conver-
sion of .convertible subordinated debt; 1,020,000 shares for
issuance upon conversion of Qass A common stock; 4,000,000

junior Preferred Stock' ("12% '.Preferred") -are entitled to shares for issuance upon conversion of preferred stock; 1,020,000
one-twentieth and one-twelfth of a vote per share, respectively, shares for issuance upon conversion of Series C preferred stock;
voting together with the common stock-as a single class, gener- and 6,281,878 shares for issuance upon exercise of warrants
ally on all matters presented to a vote of stockholders. If dividends v and options.
on .the 6.50% .Preferred and 12% Preferred are in arrears in 4U Each share of Class A common stock (all of which is owned by
aggregate amount equal to six full quarterly dividends, the holders Jet Capital Corporation ('Jet Capital")) entitles the holder thereof
of the preferred issues may elect two additionaldirectors (but not to ten .votes on all matters submitted to the vote of shareholders,
any other directors) to be added to Texas Air'sBoard of Directors. .except with respect to the election of one-fourth of Texas Air's

Scheduled sinking fond .requirements as ofDecember 31,1989 Board of Directors, and the right to participate in most dividends
'"••• for the next five years for the four issues of Eastem^^Bmable' on common stock-as if each such share had been converted into

preferred stock .are $7;996,000 in «ach of 1990 â !991,;<and one-half of a share of common stock immediately prior to the
-<$31̂ 81,000 in each of 1992,1993. and 1994.11ie 650%Prefenedasx: : record aiateiforjsuAidnridend. -Each dhare^of Oass rA .common

: ̂ required to .be redeemed at the iatejbf4<M.<4QJ^
.shares origirially issued during each of the years 20oirflirough "shareofcoinmonitbck. v .! • '~ :^r : ••.• ''''.
2011 wim the balance being redeemed m 2012^̂
is. required, to be redeemed at the rate of 10% of the .number.of Stockholder Rights Plan (the "Rights Plan") designed to protect
shares originally issued during -each of. the years |,998 r̂ir6iigh

. 2006 with the balance being redeemed in 2007 ;̂: ̂ '̂ .̂v'1;-:̂  •'-
-Eastern has had discussions withi JtheftefenecliStoMoTiiers

'Committee relating to apian ofTeorgariization;thatwbiiU provide
that a new series of preferred, stock whfa A jiquidation|vaiue :of

. theJnterests 4>f-ks-:stockholders irom ..stock accumulations and
tactics designed ttracquire control of the Company without an
-offertrf fair value toall stockholdets. Under the Rights Plan, each

: Stockholder at the dosex>f business on June 29,1988 received a
'dividend distribution of one right for each share of common stock

subject to Texas Air's guaran^
tion price and liquidation r>rdferen<J6: wl^^aufc IfexM^^rJutf . stodc or rommon, stock of Texas Air at an exercise price of $60,
bera makmg cti^ by Texas Air
Eastern filed for protection under Chapter : 1U Texas Air would under certain conditions at a price of $.01 .per right and expire on
VWMJ^WJ^ ' V-' •?•''*

Eastern is .negotiating with the Preferred ̂ f^^^^/i^nafttf^ ' i: -The Company ha& common stock option plans covering certain
provisions for incentive

.
69Mb Preferrea^M*x^^ of

common stock at the ratio of two-thirds of a share of common nf> to 6,000,000 shares .at prices as much as 50% below .market
value.. As of December 31, 1989, there were options outstanding

m^pecttotnis

694% Preferred has an aggregate liquidation preference of _; under this plan for 3,797̂ 21 shares, of which options for 1,985,691
$130,000,000, is entitled to cumulative cash dividends of $1.6875 ". shares were exertisable. No stock appreciation rights have been
per share per annum and is redeemable at the option of Texas Air granted. On December 7, 1987, Texas Air, with the agreement of
at specified redemption prices declining to $25 per share on or the option holders, terminated 1,518,900 options with an exercise
after July 15, 1996, plus accumulated unpaid dividends. Except as price in excess of $9.25 and reissued those options with an
required by law, the holders of the 694% Preferred are not entitled
to vote except as a class with respect to certain matters relating to
such class or in the event that dividends on the 694% Preferred are
in arrears in an amount equal to six full quarterly dividends; in
such case, holders of the series, voting as a class, may elect two
additional members of Texas Air's Board of Directors.

exercise price of $9.25. Of options granted under the 1979 Plan,
2,309,000 shares (at prices ranging from $925 to $12.875) are
subject to the optionee, upon full vesting and exercise of the
options, receiving a bonus equal to one-half of the exercise price.
Of these options, 10,000 shares were purchased by the Company
in 1989, leaving a balance of 2,299,000 shares subject to the bonus.
The receipt of the bonus is subject to the fulfillment of certain
conditions, including continuity of employment. On February 8,
1990, the Texas Air Board of Directors approved the granting of
options to purchase 902,000 shares with an exercise price of $6.00
per share and an additional 505,585 shares with an exercise price



of $6.00 per share, which grants are subject-to thcvsurrender of the grant of options .to nonemployee directors, subject to certain
comparable-options at -higher :pnces by^gertam^prjtioiAo^^ • ;.foiiciifoiis,*aia^
T^nfatftafrWdfr^^PTy^*"'^™'"™^ '•':

• ' • ' •;•• ' : .••>••• • • ' • • • •• - - *- •;•' - :-> •^.•.••^.'.^•'•ftit'̂ vnfe option is granted.The4ggKga^num
•-. , : .", . '••. ' • • • - • - .-.'. .... Number - ;3feightedAraageQp^

ofShares . Price Per Share adjustments: Options'to purchase 725,000 shares at an exercise
Outstanding. December 31,1986 .... 1,728,570 $21.10 price of $12.50 per share were granted in 1989, which options vest

Granted «3<tf29 10.84 over five vears
Exercised (88,100) 6.45 over live years.
Cancelled (1.664.000) 24.14 .

Outstanding, December 31,1987 3,206,699 s ' 9.32" . — A. r. ..,' , ,, ... ___ ... . •
Granted 288^00 i(X64 Texas Air .files .a consolidated -federal income tax return with its
Exercised-.. ...•-.-......... . <i2uoo)J* ^'*>v .#»»';*?:•;: '̂ domestic-subsidiaries. Texas Air has entered into a.tax sharing

•Cancelled \. /.,..;..; ,̂ .; -.?. jv.^. - :(»?.8i3) >jv snEabfnfl3ft3fejr-''i. • agreement with irs^arMates -(the ?Texas:Air Group") which
..:::;• .•':-:.-3^7^86.rt̂ veŝ î̂ je4s-:̂ .vtr._.; requires profitable members of the Texas Air Group to compen-

sate-other members r%hen bosses havei>een'Utilized in
gr~;t. cbnsoUdation^Osbrlset-taxable^comeigenerated by other

•faegiroppffiari^ -
' ' --to&BE&ai^^

The.-finriiharing agreement is subiec^
'• M%" " "" ' fm i.m • ' mm ' ' """**sm+ '' "fVm * •".". """ * .

;^..PursuW to:ihe tennsW themer^Jai^^n^'w^ . Thelaovisi^ciea^ '̂iiuxime-taxe^
' rjCbntinentol, NewTork^^tem,tCCSAti^ of^o^DOO, $(196;0<»)̂  and\1987,
XA^W«!mc9^«|NipP.9^^

..mt»*tvtnta*>' ******* wm»mr1*»m* o»..«»»M«ly ftntinn 1tVHHMLHUm!tt>SffUVaffttA ~ • r f *••' ' v«. V- .-...i-..«'-MMk'—-M^. jQm»
^^JBHBK^5»^S1:- :McMHnnomelaxe&«tDecenibcc3i;49a^^988i)î .̂-^^ *~ -*'•**? . '~WWf»^-- -.A* . .-• - .. . . - . ' . . . .^:vY'-.J*£J*V'*'-'i£*ii«'.-?1 --'ii"-':-! • iCTIMM Ulfc*WMC'.l««»«tagW

?SwW^^^^^w^fctene^ invest:
^JteTL<giî if!̂ ffiBy2 \̂flfî |(icCT'gni7^^B^^ and as

.:-. j-.'. -^.- T>:.JV.-'ff.'Er ?.K-^" . • .. - A

.••.». iv-r!j .;.-.. . «.7.—.-.:...^^^ir^ r.iTTT • .TT.: •j/-T7^*r'..:,1i..Bvr:s\,^.-.—"^^jK- |̂|miCint':^v"*'TI™lITTl^fFnCTr' FPVTTinv :""r •'"ar""W:lV'tnKr TA^~"r XHC

•-tor^fcSi^^^ -•-

^

•••".• ».<'••*•. .>»"•!-••,"—*!•"-•. •.-.-.-•>.»-.— -••' •!—•—» -m«. •^ptlllU '»«»

:.right to exchange, generally over a tw^todb
portion of .the merger consideration Irepcl*
Express merger for .1344$ of a share of Texas ^kir common:
per unit of .common share merger com
received for each People Express

feanatig l̂̂ lffl̂  lisisjof
• :^&ese*entitiw^net jassets^forimancial reporrm^piirposes and die

* • • '-•; • '. • • *-...t .̂ *. Ixi.^i'^TjWrrJSi^" » - • . ".^r •

certain managing officers of People Express were given the right
to exchange their merger consideration in the same manner under
the 1986 Texas Air Corporation Stock Plan for People Express
Managing Officers. Exchanges under these plans were made in
1989, 1988 and 1987 pursuant to which participants received
243,498, 328,353 and 68,020 shares of Texas Air common stock,
respectively. The balance of the exchange rights under these plans
terminated in 1989.

Also in connection with the People Express merger, Texas Air
adopted the Special Option Plan for People Express Managing
Officers, whereby participants were granted stock options to
purchase shares of Texas Air common stock at the price of $1.00
per share. During. 1989, 24,630 shares were issued and at
December 31,1989,3,844 shares were exercisable under this plan.
No further grants are anticipated under this plan.

During 1989, upon recommendation by Texas Air management,
the 1989 Stock Option Plan for Nonemployee Directors (the
"Directors' Plan") was adopted. The Directors' Plan provides for

if,f~fOif's"v^';^f.-\ ;• • • • • :.ti--..---~:r-i-i""-f'.--'-'y—.ff • - . : -• .•• -.- .. •»...-•-.-'•.».— m- -. - .
amount^f these permanent idifferences was ^approximately

:-'''$6A6®BQ3^^ income tax expense
••̂ •miutllre;pe îc)î $^:.7^ îĵ s>*•̂ y^ . . - . • • '
- ^!Hie^OLandrrc carr^ of December 31,1989, are

• comprised of the following (in thousands):
• • • • . . • - - : . . • • . - . . . r . • '• ' ' NOL Carryforwards

Financial Tax Return ITC
Purposes Purposes Carryforwards

Amounts included in Texas Air
consolidated tax return,
not subject to separate company
limitations (a)

Amounts subject to separate
company limitations (b):

$1,424,000 $U21,000 $ 56,000

New York Air
Eastern

_

731,000

$2.602.000

63,000

731,000

$2.464.000

3,000

97,000

$173.000

(a) At December 31, 1989, consolidated NOL carryforwards, which
expire 1998-2004, are available to reduce future years' income for
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financial statement and tax return purposes, and JTC carryforwards,
:,. -.... which expire 19931-2002, are available to reduce.fiiture tax liability. ,.:.
'̂ 0>) The NQL and/or 1TC carryforwards of G>ntinentaVNew York Air

. -and Eastern can be used to reduce the respective company's,future
tax liability for financial statement and tax return purposes only to
the extent attributable to the separate company income of each
company. Hie benefits of carryforwards .utilized in future periods
related to (i) the separate company income and liability of each
company, excluding New York Air and Continental, and (ii) approx-
imately 30% of the separate company income and liability of New
York Air and Continental will be recorded for financial statement
purposes as a reduction of property or goodwill as required under
the purchase-method of accounting until adoption of .the new
Financial Accounting Standards Board statement dscussed below.

indebtedness of People Express employees incurred in connec-
tion with the purchase of common stock, was credited to
additional paid-in capital with an offsetting reduction charged to
stockholders', equity. Such amount was expensed during 1968.
The long-term portion of the remaining outstanding loans at
December 31,1989 and 1988 has been classified as an other asset
The loans principally bear interest between 3% and 11% per
annum or are non-interest-bearing and are principally payable on
demand or require annual principal payments plus accrued interest
for a period not exceeding seven years from date of issuance. In
addition, during the first quarter of 1990, Texas Air made loans
aggregating approximately $226,750 to certain members of its
Board of Directors. During 1989 and 1988, Texas Air guarantied
loans of certain executive officers of Texas Air or its subsidiaries
in amounts aggregating approximately $575,000 in each year. All
of these guaranties expired in 1989.

Prior to April 1, 1989, certain officers of Jet Capital who

In December 1987, the Financial Accounting Standards Board
issued SPAS No;96,?Accounting for faromeTaxes"In December
1989, Ae:«n%cir«itlate:of'mis Statement wasiamended:fay5FAS

»N0V103*3tac6uin^ 'performed services for Texas Air were .treated as Texas Air
Date of FASBStatement No..96," to allow .for possible amend- employees. Texas Air billed Jet Capital on a monthly basis for die
ments to simplify SEAS No. 96. Texas Airis required to adopt the salaries, employee benefits and certain overhead expehses~jfbr the
new statement by 1992, although earlier implementation is portion of time spent by these employees on Jet Capital business
.permitted.'lexas Air does not plan early adoption at this time; «s well as for services provided by Texas Air employees to
howevexv^exas-Atf is still arialyzingthe effects ofthe newiStater' .= Jet Capital During 1989,1988 and 1987, such charges from Texas
ment, Ihduding whether toletroactivdy restate prior periods or VAir to Jet Capital aggregated approximately$146,000, $242,000
record a cumulative catena ahdv$144,000, respectively. Beginning onTebhiary 1, 1989,

.Ihe dicctih#;ado|î  at'Texas Air's request, to provide financial
Air's consoUdated financial position and.^restilts/bfiOperacions -:'":^actyisory' services' torTeafcas':Air :fpf'amondily fee oT $̂35,000,
xannot:i>e;determmedsbce;tne siar^ • inBuBing^lfinandal advice and assistanceon'purchase .and sale.
the statement is adopted by Texas Air-ia:h*xnrrent forrn, the txansactibns which Texas Air 'may propose or contemplate from
tax benefits .of NOL and ITC carryforwards .generated prior to time to timel Texas Air has agreed to payjet. Capital an additional
Texas Air's acquisition of Continental, New York Air and Eastern fee of uptb:#-6f 1% of the "consideration j^d or reoived by
(when recognized)would be fu^t applied to ireducenoncurrent . Texas Ah) contingent upon successful completion of die proposed
ffttyngihlfr'-tssgts.^fflatfd^ 'the ̂ cw^ti^si^fcc^sp^&hc^ iflcd as fJnan"*i advisor
elirru^ateor reduce income tax expense. This would be reflected ' and provided other assistance to Texas Air and Eastern in connec-
as a separate component of mrametaxesradier tion^th Easterfl*s sale of its Air Shuttle division. For'such
iihiarFaecHt-1^

The Internal -Revenue Service .("IRS") has examined the 1989 and 1988, respectively. It is not contemplated that Jet Capital
Company's federal income tax returns .through 1981. In addition, will be involved in any further transactions involving tne dispori-
the IRS has examined Eastern's and Continental's federal income --tioirdf Eastern assets,
tax returns through^983 and -1962,-respectivery. As a result of :'v;"':.'.i":':':\ '' "" '
tti/w ̂ v?mmarir>nc all material ismw* raiw< hy th» IRSIunm hggn Hotilil-CmployH DMialH Plant

satisfactorily resolved by the Company, Eastern, Continental and The Company's subsidiaries have noncontributory defined benefit
pension and incentive compensation (profit sharing) plans as well
as defined contribution plans. Substantially all employees are
covered by one or more of these plans. Total normal pension
expense for the defined benefit plans was $103,884,000,
$97,051,000 and $110,916,000 and for the defined contribution
plans was $13,193,000, $28,885,000 and $28,892,000 for 1989,1988
and 1987, respectively. In addition, under the requirements of
SFAS No. 88, "Employers' Accounting for Settlements and
Curtailments of Defined Benefit Pension Plans and for Termina-
tion of Benefits," Eastern recorded a minimum pension
curtailment expense of $117,967,000 for die year ended Decem-
ber 31, 1989. The curtailment expense principally reflects the
recognition of unamortized pension costs related to employees
who have retired or whose period of employment has otherwise
terminated or for whom benefit accruals have been or are
expected to be frozen.

the IRS.

The following is a summary of material related party transactions
that are not eliminated in die consolidated financial statements
which have occurred during 1989 and 1988 other than those
discussed elsewhere in the notes to consolidated financial
statements.

As of December 31, 1989 and 1988, Texas Air and its subsidi-
aries had loans outstanding to certain executive officers and
employees of Texas Air and its subsidiaries totaling approximately
$3,527,000 and $2,182,000, respectively. Of such amounts,
$1,544,000 and $250,000 as of December 31,1989 and 1988, respec-
tively, were related to die purchase of Texas Air common stock
and have been reflected as a reduction of additional paid-in
capital. Deferred compensation aggregating $6,434,000 as of
December 31, 1987, which related to the forgiveness of certain Effective May 1, 1989, Eastern's pension benefit accruals for

employees represented by the IAM were suspended. Benefit



accruals for noncontract employees were suspended effective
;̂ : | Augtist 1,1989for 17^months,In 1968 Continental adopted anew
^:;adefinedqDenefkplaii-iwhidi covers substantiallyiall sfullsdme

employees. Continental employees mayilsopaftidpateJn a 40l(k)
• ^savings plan in which the employer matches^a:portion of the

employees' contributions. - . ->-•' • - - ••v ••• • -.
Continental has incentive compensation plans for its employees

in which contributions are based on a percentage of profits. A
minimum of 50% of such contribution must be invested in Texas
Air common stock for the benefit of the.individual, employee.
The employee may elect to receive the balance currently or defer
.and invest it in Texas .Air common .stock .or other .investment
funds/The Texas .Air common stock maybe newly issued or
•purchased on the open market .....,.;.-.;~ - • " • • ' - .
•' Net 'periodic cost of the Company's /defined Benefit plans for

1989, 1988 and 1987 included the following components (io

% 2 3 « . $ 49,800

^ftiis

jnd defend. l^-.iv.-i- ; 309.S45JR .;v. ~».720:r :r(47.6lO)

.accordance with settlement agreements and, to the extent appli-
cable, provisions t>f its plan of reorganization.. . • ...
. Certain provisions .of SPAS No. .87, ^Employer's;Accounting

,for Pensions," pertaining to the recognition of plan liabilities were
.adopted in 1989. The application of these provisions resulted in
•the-recognition of an additional minimum I fahiiity -***j •intfngibh
asset of $59,163,000 at December 31,1989.

In addition to providing pension benefits, Eastern provides
certain health care and life insurance benefits for retired
employees. Substantially all of Eastern's employees may become
eligible for those benefits if they retire while working for Eastern.
Those and similar benefits for active employees are provided
through an insurance company whose premiums are based on
the benefits .paid during the year. Eastern rerogni/es the cost of
providing those benefits .by expensing the.annual insurance
premiums. The costsof providing retiree health care and life insur-
ance were $27,211,000, $25,800,000 and $18̂ 00,000 in.1989,-1988
andl987, respectively. - • - . - - . . • .-;•..;^-^•••.'•/•^--^iJ.:-.-.^'---^

Texas Air. Texas Air is not a party to Eastern's Chapter 11 case
.and believes there are no grounds for consolidating Texas Air or
its assets wim£astera m the Jfeiita^
guarantied And tn?y -otfagr^nsftbc 'foHc fer^cer**"* -^Mp*!*?**? of
Eastern .including, .-among 7Others/>twp;.yeais:«f interest, jor

'

l#3:̂
redemptioA^rlc«:'andiiquidadon!V>lue' of Eastern's
11.36%Prefened.See^ ;.. '•.,,'• '
foatidition;<each-:meniber^^^

-.severally ;liable for Eastern's -periodic :«ntnitnym -.pension plan
ld •'be? joioidv>;SBid sevexalhr

benefits of $1̂ 36,542 ̂ $1̂ 95,069
A l̂flMt SflfWftCff

^
aMelsittevilue

S&SSS^̂
itiWfftliisliWjtl^^ ;

Uniecognoed net obligation at transition:;.: v.;r;̂ .!;.: s. .r; S2J9S ^ :i- *• 219,109
-Unieoogni^piwraerviacost :..... .*,*&&•**:•.•. u.j.-vMM- r i«:̂ 49qp)
•AdditionalflunmiuDliaoility .^.^IJ&loM . ~

the fullamount of the plans'-tudernindings if Eastaern's 'pension
;!fJims:were;irnniM^
•*•• _• . * • • . - • • . . . . _ ^ •• • •» _ • _ • : * _ " . . • _

Flan assets consist primarily of govemmentand corporatetlebt
securities, marketable equity securities and money madcet instru-
ments. The weighted average discount rate used in determining
the actuarial present value of the projected benefit obligation was
9.27%, 10.0% and 10.5% for 1989,1988 and 1987, respectively. The
expected long-term rate of return on assets was 9.07% for 1989
and 9.0% for 1988 and 1987. The weighted average rate of salary
increases was 5.19%, 4.5% and 4.0% for 1989, 1988 and 1987,
respectively. Eastern's net obligations at transition arising in the
year of adoption, unrecognized prior service costs and the unrec-
ognized net gain are amortized on a straight-line basis over the
average remaining service period of employees in the plans.

The Company's funding policy is to make contributions to its
defined benefit plans annually equal to the minimum funding
requirements of the Employee Retirement Income Security Act
of 1974, although in certain years Eastern has funded less than the
minimum amount See Note 12 for a discussion of Eastern's
pension plan funding obligation. Continental's funding is also in

'includes payments due for prior years as .to which Eastern received
funding waivers, was approximately $215300,000. Of this amount;
^prQXtmateiy-$117,000,000,.was paid by Eastern.prior to its
Chapter.il'fiUng. With respect to the remaining $98300,000, in
September 1989, with Bankruptcy Court approval, Texas Air paid
$45,000,000 (for which it has a claim against Eastern's bankruptcy
estate) .and Eastern paid $27,000,000. The IRS waived the payment
of the remaining $26,300,000 until the earlier of June 30,1990 or
confirmation of a plan of reorganization. Pursuant to the agree-
ment with the Examiner, Texas Air has agreed to make this
payment when due and the amounts paid by Texas Air would be
set off against amounts owed by Texas Air to Eastern. Eastern
estimates that its minimum pension plan funding obligations will
be approximately $168,000,000 in 1990 (which includes
$26,300,000 for contributions waived in prior years) and
$68,000,000 in 1991, which amounts may vary based on the
number of employees, benefit obligations and other circumstances
at that time. Depending on the circumstances of a plan termina-
tion, the underfunded amount could be substantially higher than
the ongoing minimum funding amounts.
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Eastern believes that it is unlikely that the .Pension Benefit
Guaranty Corporation (*SBGC') will terminate thrfosfrm plans

:proceeding^3Basteniiiias

.the performance-by Continental of ground handling services at
•.Newark, joint marketing programs, joint sales representation and
.'̂ code<:sharing:':ln'/addition, Continental,'and .SAS tare ̂ opentinff •*

:iriaintainectariat~underany^lan of reorganization, the pension quality service.training institute for employees. Also pursuant to
plans'wilt^Dot^be :terminared. However, ifat mac *ssumed:tfaat. ±the:agrcements, SAS paid Texas Air and Continental $25,000,000
Eastern permanentry ̂ ceased operations and it vohintarily^tenni- and $15,000,000, respectively, in 1989.
nated such pension plans, Eastern believes it could fully satisfy its Continental Continental has firm commitments to acquire 50
obligations under the plans by purchasing annuity contracts B737-300 aircraft with deliveries scheduled from 1992 through
covering each plan participant to pay all plan obligations as they 1995, for an aggregate purchase price of approximately $1.4 billion,
matured, based on actuarial factors that Eastern believes are appro- 20 A330 and A340 aircraft with deliveries scheduled from 1993
priate, at-an estimated cost of approximately $390,000,000 based through 1999 for an aggregate purchase price of approximately
on an interest'tate of 925% applicable to-such annuity.contracts. $2;0 billion, and an aggregate of 43 EMB and ATR aircraft with

Jf the iPBGC were to terminate -the Eastern .plans or if ^Eastern deliveries scheduled through the first quarter of 1991 for an aggre-
the plans in a distress termination (which could ibe gate purchase price of $268,000,000. While significant term and

e only^on ̂ certain conditions)-and assume responsibility for predelivery financing commitments havcibcen .provided to
the -payment of plan benefits, 'Eastern's obligations :to the;PBGC . ^Continental -by the respective manufacturers for substantially all

mrahde^lia^ties-oiuld^gnificand^ .: of die aircraft, subject to certain conditions, Continental expects
iwou^^ntend/that^e-.^to obtain specificasset financing dc^^ to trie time of delrvery

use by the-PBGGof actuarial factors that produce a substantially based-on prevailing market conditions.
Continental expects its nonaireraft capital commitments for

1990 to aggregate approximately $100,000,000 to $150,000,000.
•These expenditures relate primarily to die continuing standard-

higher amount is invalid. Further, oirrent estiniates of this liabi%
indicate ra potentially significant increase due to the number of
emplc^ew"decting;to^receive certain early «etirement4>enerits

tionmJ&tera's^workforce^ acquisition Gaspare parts.
iy^personrliable;forOTch.payments- ->^ terminal facility improvements.

^Cratinental expects to finance such expenditures;with internally
• • • • • • . , ^ ^borrowingsandotheriinancings.-.. . - .

^maintenance- directives
'̂ ''•': :-^^\an^mtna^nn-^'^
'" V "\ ; . j_1 . . rk« * •• "" " . j"5"fc- •"' '"~^m»m •• """ • *• """" "•""" ''?•"""' "•"r j*"""'̂ "" '" " '•'• •••'l* "*"" J*"'""""*"»'1«^"1" ' * •"• •• 1" - "'*' ^ "'"* ""' ** *—•"•;- 'Eastern tbeueves mat it-^wm be wle^^sati^

obligations foUowing its emeigenre^mXlapterlLti^ -inspections and. maintenance procedures to be
'• hC^i^yuisfo Wusets:TOm^ on plder aircra1t:Ktx>ntinental estimates,"based "on its

currentfieet that it may incur costs throu^i the 1990*s of up to
comblv with these regulations.'.-•:• .. ,-rv ••.-.....-,..-^.-. ~o . - _ . . . .

affiliates prior to the commencement of Eastern's Chapter 11 xase
rd^ld%ff:?iflv^rscd-tf^Vhft'^r^n^TUptyy'C^<Trf
transfers constituted ^^dutent-^nveyancesV -of.f^re^^ subject to revision'based upon finaliza-

JiieverMiattrjetransacd^
L- :•••«'...• :iWf-*.".•. .'.-a(••:.._•.* i**- •.-»••,. •• •,_ . -.

ronveyancesOTprelerentialtransfe^^
•In the«vent the-proposed agreement with the£xamineris=not

approved by the Bankruptcy Court, the alleged daimsaet fbrthin

ttt3&|ifk;C^^ ftr^f^^^^^r^..^enin^K'
:-'•'" -ance with rach regulations will be funded throueh internallyregulations will be funded through internally

generated funds and modification of cost sharing provisions under
/certain lease agreements.

tneExammer*sieportcouldiDeassern^ obligated to pay approximately
affiliates. Management of Texas Air does not believe that :such $84,500,000 upon the exercise-of certain outstanding warrants
claims would prevail if asserted and believes that Texas Air and its _ .(against receipt of $42,500,000 in consideration, which may be
affiliates have valid and substantial defenses to those tlaims-.df -.satisfied.-upon cancellation of substantially all of a Continental
such claims are asserted, Texas Air intends to defend itself vigor- promissory note), all of which are held by American General
ously and believes it will prevail, however final resolution of such Corporation and American General Life Insurance Company
claims in favor of Texas Air and its affiliates cannot be assured.
There are other claims pending with respect to the disputed trans-
actions that are not presently before the Bankruptcy Court. See
"Legal Proceedings."

In October 1988, Texas Air, Eastern and Continental entered
into agreements with Scandinavian Airlines System ("SAS") that
provide for the creation of a comprehensive alliance with SAS.
The agreements with Continental provide, among other things,
for the leasing of airport facilities at Newark International Airport,

(together, "American General"). American General is contesting
the terms on which Continental was acquired by Texas Air in
February 1987, alleging, among other things, that the terms of the
merger were unfair and that it is entitled to additional merger
consideration. See "Legal Proceedings-Continental."

In the event there is no settlement with the Examiner,
Continental will have a substantial unsecured claim against Eastern
and certain creditors may seek to prevent offset or to require
subordination of Continental's claim, although Continental would
vigorously oppose such attempt.

System One. On February 20, 1990, Texas Air, System One and
EDS entered into a preliminary agreement providing for the acqui-
sition by EDS of substantially all of the assets of .System One and



the formation,by System One and EDS.of an equally owned
iket System One's CRS business

•..* . _ _

•Continental is a party to lawsuits involving Eastern-and certain
of Eastern's unions. In September 1989,,Continental became :a

p-^ffiTfrpMdcration^jiMffi .inameil-ijJefendant m^anractionrbrQught -by 'Certain of Eastern's'
participated

' : -re «••• • ;> inlets of 'securities .fraud and defamation :.of the .unions. -The
Among the assets EDS will acquire are all of the software and plaintiffs seek unspecified compensatory, consequential, punitive

substantially all of the other assets currently used by System One and treble damages pursuant to the federal Racketeering and
in providing data processing, telecommunications and application Corrupt Organizations Act and the Florida Gvil Remedies for
development services to Continental and Eastern. Contempora- Criminal Practices Act and attorney fees. Continental is also
neously with -die-asset .acquisition, .Continental and Eastern, as named in a case alleging that various transactions between Eastern
well .as .the OS .partnership, will enter into ten-year agreements and its affiliates constitute voidable conveyances under the New

sudi jervices.from J2DS. These agreements York debtor and creditor law. This action .has been stayed by the

under certain cirnimstanrra) over the ten-year term foraspedi;iAmerian General
fieff&j^pack^^ ^dourt against. Continental, Texas Air and .certain directors- of
be penodically adjusted upwards or downwards it the request of " Continental and Ions Air. In its action, American General alleges,
^•_ _-j^_,,fc.jr*w*i *s -s^ j- -i.Li-^r ^-^A-i-i _« J , -ambifc other mmgvthattriecoijstf^

!;base;packagje î̂ ^ .of the.minority interestjn. Continental in.-̂ STtis^ .̂
EDS also will acquire the assets and business of System One's inadequate and -that such merger violated the eights to subscribe

Airline Services-Division, previously owned by Continental This* . to future .issues of Continent common stock which warrants
business has historically been -profitable.for.System One. and rights were received :by American General in June 1983 in
Continental and Eastern have historically realiiedijjgnificant - connection ̂ wJth.:a $40,000,000 loan .by American General -to. '.

kXJation-J^
> continuewhe^theCRS business is;pperateti by the' ^beEevesthafrthe warrants were,convertedinto.the right to receive .
"' ......j-j—..•--••!! .. - • • . .t .. . •' -f-aif i-t- .:--i f- - »*-a TJ'tfVJfc'y ;J •• ; .•. . . . . ' . . ^?

jr:-Mv- '"thftamffgetsconsidenition and •.ttat̂ hc'Oprion' ceaseditotbc itppli^;ned with EDS.
t^ .subject 4p rvaooiis aconijit]^ Generaliassertedthatits warrants

™
.

Texas, w transfer. to
of Continental In January 1988,

-Certain of the

in r the Delaware Chancery Court held, among other things, that the
ieipr^?^:'— ̂  ''•i" ' :': • • ̂ ^^^if>n^rdid'in^-bfga<ii t^

sConrinental and Eastem:cutrentry obtain exercise of its^warrants; American General, has. the right to .the

''

G^&emm^siitiî

: ̂ ^^^ '̂̂ S/̂ gy 'r̂ ;^^^^^

>Tcws^rappealed me-courfe
'''̂ ^ '̂'"^^^^^^Attu^aaî ^a

{pending,
i attempted ;to)«cercise Jts

for Chapter. 11 -reorganiza-;
tion in September 198J, Continental miilateraUy implem

^warrants. Such exercise -was irejected'by.Continental because of
Amctifim General's refusal to accept Ac merger consideration
as foil payment of the warrants. Continental has extended the
expiration date of :the -warrants to June 10, .1990, to allow an

• . .
.Eastern. Eastern's contingencies, including legal proceedings,

new wage levels iaru) work rules for all i&
certain collective bargaining agreements. Unions .representing
Continental employees brought various daims as a result of these are generally subject to me effects of its filing under Chapter 11,
actions, which daims have been settled, subject to the right of which are discussed in Note 2. The following discussion does
individual employees to intervene and pursue their derivative not purport to reflect or provide for all the consequences of
share of the respective union claim. Various employees, however, the ongoing Chapter 11 cases. Because of the ongoing nature of
are attempting to amend the terms of a settlement agreement the Chapter 11 cases, these matters are subject to material
with ALPA and continue- to assert (individually and derivatively) uncertainties.
daims for damages for contract rejection and under a side letter In December 1989, the Eastern Airlines Pilot System Board of
agreement between certain unions and Texas Air. Approximately Adjustment (the "System Board") issued a final dedsion and
$29,000,000 of individual daims, $40,000,000 of daims originally
asserted by unions (which continue to be asserted by employees)
and daims that could increase Continental's liability for severance
pay under its settlement with ALPA by approximately $22,000,000
have not yet been resolved. Continental intends to continue to
contest vigorously the contract rejection and side letter daims
and any efforts to amend the terms of the ALPA settlement in a
manner adverse to it or its current employees.

award in favor of ALPA in connection with a grievance filed by
ALPA concerning the interpretation of a certain "pay parity"
provision contained in the February 1986 collective bargaining



: agreement between .Eastern and ALPA and directed Eastern to With respect to Eastern, there are various claims and lawsuits,
pay*te;;]uĵ ^ affect the financial state-

:June 4;̂  of the ongoing
pn^y l$$)87;̂ Decembe^^ Eastern Chapter -11 proceedings, the outcome and
Tepresentingits-estimated prepetition a^d postpetidonittposuie : , rilfimafr liability resulting from such daims and lawsuits cannot
under this award through December 31; 1989: Howeveii Eastern prcsendy be determined,
has sought review of the award in the Bankruptcy Court Eastern
has argued that the System Board exceeded its jurisdiction in Net* 13-QuartoriyFliMiictel Data (Unaudited)
awarding the pilots back pay comparable to the 2% increase and Unaudited summarized financial data by quarter for 1989 and 1988
the 3% increase received by lAM-represented employees on . is as follows (in thousands, except per share data): :
January 1,1987 and July 1,1987; respectively, arid that the grievance i
filed by AIPAconosraiiigte -••• ^..-.- • -• •- ',= .•'•••• • • •••—ito Months Ended

AIJ>A has also filed a grie^^ .-i:r^ ..-..*.-w.,. Maicn3l... June30 September^ December 31
lesultof a wage increase^hatit da^-was-gryen-to^certam super- 1252 .. .'.r:.....: .•-.-.•, .....:-r • • • • • - . . - .. .-

Opetaringfemiues .̂ . *1*86J99 $1397385 41*75414 41,725377

m:^;amount:of^proxiinarely . SEJ?*1^-';""'•''"-• 7SjS •
^JahV«y!8vl99^^ r
'*" ' **" " pastern rhasimoved^J^ ,...,,.,.,-,,

bankroptcydaim arising out of this grievance disallowed^^^ iharc(a) ,.r. ..... (d36) (2J8) .. (449) •• (9.17)

suits, arependii^^gaiiistrksteraiandteoUrecto Openmngrevtoues'... ;$2,184̂ 43 $2,183,451 $2,186̂ 177 $2,018,457
cases, <alsoagaiiisi3eWA^ •.'- OpeMttqgiaoo«ie :̂/.v;;V ,.,i,.:,\.. - . . • : , . . • ; : . . . .

«̂Blited̂ lmn8lltiollsil̂ llS1̂ ^ .«» O04^51)
"• - .̂7 7lT-.~ .- • . r. . . . . T77 ^° tKf»l> .̂ ' .• ./«<>^^M\ •/*•• a> \̂ fll4.l4S) t*f»Jrm£t*\

fw^
"- •'• '.-*;** •'••..i-..-^Mi.--^W--'-* .̂ :̂ :t..-.-..J-». ..... ^ 7 •-.•"• • •>.- .^J>*r"*

:.--. -.- -1..
• (5,78)* 7

):aie tne'same:as pnmaty
among Bother ̂ hings^tOThave ̂ tfae^Eastem^JJei^rirsnnded; to '•- .';:.Jossper4htresinte the assumed conversion of certain preferred slock
rescind sales of assets that have ooiirredarte
enforce certain alleged •rigfatsgrowii^bm -^ " - •—' ' '••'*" ^^^^^^^••^^•vh-?^ \ • •• • :-:-::'j-...' -!;w
indwjing -allfged ;tj^htg tfr -rrinffp^^fr^ft^^^pijlff**^*1** ?fiL«tiem. . Gains on disposition of .property, equipment and other .assets

^contends^3)oa^eiman^
7conhiectbn'with;£astem!s 'in the first'trirough fouiArquarters of i989,?r̂  Eastern
:iimorat̂ !laims:̂ ŝ

iT r̂ĵ jiiir̂ t̂ ^ «rtain
• :.--.. •^^-•.:••:T- v .*-.•-.-. . •• -"*>T»"'-••--"•....••-.•_—•. r^\ ; . — r... •• - • * j j _»_estimateof such h^iUty. Eastern 4>eU ^routes, gates'and slots. Continental recorded gains totaling

daiinsreduplicative, invalid,̂ or basediipon contingencies that $61,300,000 during 1989, largely from the sales of slots at
have not occurred. - : -:. T«^>y >;^::z^&k-^&&jv^.t^. Chicago's CyHarerairport, real property located in Guam, and

Vinous Bother claims and: lawsuits j^aimtiTexw-Air and/orits. certain international routes. : - . . - , . . .
subsidiaries are pending .which could :resuk'in,Y«dditional litiga- Under the requirements of SEAS No. 88, Eastern recorded
tion, but are either covered by insurance* are not material, or .are a minimum pension curtailment expense of $63,700,000,
the type which are normally and reasonably foreseeable in ̂ view $34,100,000 and $18,167,000 in the second, third and fourth
of the nature of their business, and the management of Texas Air quarters of 1989, respectively. See Note 11.
and such subsidiaries believes the total amount of liability, if any, In the fourth quarter of 1989, Eastern expensed $54,969,000 to
which may reasonably be expected to arise from such claims and recognize an impairment in gate value, at certain airports. Also in
lawsuits beyond that which is covered by insurance would not the fourth quarter of 1989, Eastern expensed $65,514,000 relating
have a material effect on the financial condition of Texas Air to back pay for pilots through December 31,1989. See Note 12.
and/or its subsidiaries or their ability to carry on their business. The Company recognized income in the first and second

quarters of 1989, respectively, as a result of proceeds received from
SAS totaling $25,000,000 by Texas Air and $15,000,000 by
Continental. See Note 12.

The Company recorded gains totaling $37,730,000, $22,746,000,
$44,287,000 and $47,347,000 during the first through fourth
quarters of 1988, respectively, from the sale of aircraft, aircraft
delivery positions and other assets.



...... .-In the secbnd quarter of 1988, Continental revised its estimate
: j: of air-traffic liability resulting in * one-time non-cash charge to
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'
On April 19,1990, the Bankruptcy Judge in Eastern's Oiapter 11
case appointed a trustee to manage Eastern's reorganization
efforts. While Texas Air does not feel a trustee was warranted,
Texas Air presently intends to continue to work with and support
Eastern in all reasonable ways. Texas Air will deconsolidate
Eastern for financial reporting purposes effective April 19,1990.
Texas Air management is currently evaluating the .impact of the'
trosteeV*prrtmtment on ̂  and
future operations..•t-v«f- ;̂'S'ia7M,-'rr-!r- ••»? •̂i-'-'r-tf̂ *****'̂ 1^"'̂ -'-"''1
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the Company and its independent public accountants, during the
period covered by this report, nor during the -preceding
24 months. ' '
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3.1

3.2 ;
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'3.4

^
3.5

-Continental's Third Amended Joint Plan of Reorganization under
• -.Chapter 11 of the United States Bankruptcy Code-incorporated
•. ̂ By^iEfciciRc -com Exhibit.^2 to Continentals •Annual 'Report on

Form 10-K for the year ended December 31,1965. ' •
^Eastern's Plan «f Reorganization under Chapter 11 of the United

•States Bankruptcy Code dated Jury 21.1989-incorporated by referr
ence to Exhibit 2.1 to Eastern's Quarterly Report on Form 10-Q for
the quarter ended June 30,1989.

-Composite Certificate of Incorporation of Texas Air as amended
through May 1,1966-incorporated by reference from Exhibit 3.1
to die Form S-l Registration Statement (No. 33-4899) originally
fifed by Texas Air with the Commission on April 16, 1986 (the
"April 1986S-1").

•^Amended Certificate of Incorporation of Texas Air as amended
through May'22,1987-incorponted by reference from Exhibit 4.1
tolfens Air's Form 10-Q for the quarter ended June 30,1987.

~By-LawsofTexas Ah; as amended through December 1,1989 (fifed

SBftWSiwfe^**-
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~Iorm'Of Certificate of Designations of 6)4% Cumuhnvt Cuuveiuble
. •.Juntor.Iieleued Stock of Texas Ainncorponted by reference nom

Exnibtt-4.7 to'the Form S-l Registianon1 Statement (No. 33*6B63/
-fifed^TenAirwiradieCoininisskmbriJ^
-Form of Certificate of Designations of 6.50% Redeemable Cumub*

""''live Preferred:Stock *of Texas Air-incorporated -by reference 'to
' AnnexD to me Proxy Statement/Prospectus induded b the Form
11S-4 Registration Statement (No. 33-10483) fifed by Texas Air with
Ae Commissk>n on December 5,1986 (the "People Express S-4").,

'•—Fonn'of'Cerbncatc of Designations'of 12%'Redeemable Cumu*
.. iative'Preferred 'Stock of'Texas Air-incorporated by reference to
•:Annexl!to'the1*DxyStan»enl̂ ^

..'i~£xpressS^4.-.-.;.../ •* \ ~ . - • . ' " ' . . ' . . ' . . . . _
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_ . ^ on June 20,1988
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tive Proxy Statement pursuant to InsthlCtidn GT3) of the General 4.3 ~" -Porm of 12%!Deposit Agreement, among Texas Air; First Fidelity
, New Jersey and the Hokkra of Receipts

4.4

10.1

.'—incorporated by reference nom Exhibit '4.3(b} to the People

(a) Certain documents filed as part of the Form 10-K.
The index to financial statements provided in response to

Item 8 is herein incorporated by reference.
(b) Report on Form 8-K. •

None.
(c) Exhibits:

2.1 -Amended and Restated Agreement and Plan of Merger dated as of
December 11, 1986. among Texas Air, Continental and CAC
Mergerco, Inc.-incorporated by reference from Exhibit A to Exhibit
1 to Amendment No. 5 to the Schedule 13e-3 Transaction State-
ment filed by Texas Air with the Securities and Exchange
Commission (die "Commission") on January 20, 1987.

-Order of the United States Bankruptcy Court dated June 30, 1986-
incorporated by reference to Exhibit 22 to Continental's Current
Report on Form 8-K, dated July 2, 1986.

10.3

10.4

10.5

2.2

-Rights Agreement, dated as of June 9, 1988, between Texas Air and
Muust Cont, NA^ as "Rights Agents-incorporated by reference
nom "Exhibit 1 of die 8*A.

-Option Agreement among Texas Air, Continental and American
General Corporation dated June 10, 1988-incorporated by reference
from Exhibit 10.9 of Continental's Annual Report on Form 10-K for
the fiscal year ended December 31, 1983 (the "Continental 1983
10-K").

-Texas Air's 1979 Stock Option Flan, as amended-incorporated by
reference from the Texas Air Proxy Statement dated August 11,
1989. (the "Texas Air 1989 Proxy").

-Texas Air 1967 Stock Option Plan-incorporated by reference from
Exhibit 10.3 to Texas Air's Annual Report on Form 10-K for the
year ended December 31, 1987 (the "Texas Air 1987 10-K").

-Texas Air 1983 Continental Stock Bonus Plan-incorporated by
reference from Exhibit 10. 18 of the Continental 1983 10-K.

-Texas Air 1983 Continental Stock Option Plan-incorporated by
reference from Exhibit 10. 19 of the Continental 1983 10-K.



.10.6

JLB.7'

10.8

10.9

,-Fomvof Employment Contact between.Texas Air and certain key
edbyreference.from.Exhibk.lO>44of'IexasAir's
ra-iOXiifcdke^
3:i6rK^)rjX.vW^;v1^->"^:->>r?:-.: '"• • ' .* ' •'"

ftonuMOiy.Noteibetwten^Toto Air̂ «!̂  fay officers
reference fiom Exhibit m43 to Toon Air 1963 '

-Agreement between Texas Air-and Continental dated October 10,
1984-OTCoiporated by reference from Exhibit 10.57 to die Bonn S-l
Registration Statement (No. 2-93838) originally filed with the
Commission by Texas Air on October 19, 1984.

-Exchange AgieOTentbetweenlexMAkj^ Jet QipWdated-as of-'
•_May '20, 1985**incorporated by reference from, 'Exhibit -D to the
"Schedule 13D dated June .13.. 1983 -filed l>y Texas Air with the
• Coinnussion widuesetttodKcdo^ ; <..

laib •Indemnity Agreement dated:as

incorpooted by reference.from Exhibit 10.104 to the:Form S-l

10.12.

-?9,|S*?-v^ .̂.5-s.-.„....-_,
ftf'limilgfllflltlT ^Aota^BHMJfflt dsitsffl ^sMltkMntiffft' 1 IttfT'']

'•^cns'inir fludittjc <dnc(tp0. .pf^IcdcBS • îr^BCOipofBteQ1 gyjicfcifflcp ••
. from Exhibit 10J1 to theiexas Ak 1987 iO-K. ', ^'
TTerm Sheet for Agreement dated -Augurt 21,'1985 and executed
..December 23^ 1985, amonglexas Aic; die ceuponue predecessors to
Continental-and die;unsecured cndhon ioainnutteerincotporated

10.19(b)-Copy of Letter .of Agreement between Eastern and The Air Line
... . ... Pilots in die service of Eastern as represented by ALPA executed
. ..:• -October 14, 1983 (Document No. 106)-incoiporated by reference

from Exhibit 10JB rued with die Eastern September 1983 IfrQ.
iai9(c)-Copy of Letter of Agreement between Eastern and the Air Lines

Pflots Association, International, executed July 7, 1987-̂ ncorponted •
. .. ..i>y reference to Exhibit ia3-A2 to Eastern* Annual Report on Form

10-K for the year ended December 31, 1987 (die "Eastern 1987
10-K").

10.19(d)-Copy of Eastern's promulgated work rules for mechanic employees
of die IAM, as imposed by Eastern on March 4, 1989-incorporated

.. :,. . .by reference to,£xhibit. 10 J-B2 to 'Eastern's .Annual Report on
. . Bonn 10-K for me year ended December 31, 1988 (die "Eastern
.... :. 1988 IO-K"). ..... ; ' . ; ; - . - . . ' .

I0;i9(e)-Copy of Eastern's promulgated work rules for service workers on
>•••• .-'» ..||n 1AM as imposed py Eastern 'OH'Marcn •%' 1989*incpipouied 'by

reference to Exhibit 102-B2 to die Eastern 1988 10-K.
Jai?(0 HCopy of 1986 Agreement between Eastern and the TWU covering

•• Flight Attendants-incorporated by reference from *̂*̂ »'̂ **' UX2(c/
to the Eastern 1987 10-K. • ' " ' . . ' " . . . ' " ..'

rCopy of Form ofFud Service Agreement dated as of April 1, 1987
.. ̂ -̂•* |̂ictweenT3l£Hlnel Mahagemen^4n&«nd Continental and Eastern- :

, incorporated. by reference faun Exhflrit 1O23 to Texas Air's 1987
'

1030 '

10J1

.1022

-Copy of Stock Transfer Agreement dated as of March 13, 1987
between eastern and System One-incorporated by reference from
Exhibit 10.7 to die Eastern 198710-K.

meaftecween Continental and Texas Ak

iai3
o^jaM dated as of Aptu.l, 1967-fncoiponw9d byiefecence from Exhibit 2.1

•'tp^onnnentB) s.-repoft-.-on.
: April 1987.

.Eastein •dated vSS' of Fchniary 24,.'

4 M jLrJfSrtJj-Lj:r'll"7in<>t> •tijimi.»«̂ i.»«î il'l»«i' nmfmt' 'u as ox udoner 4. uwo-incorponueQ oy icier*
tblens Air's AnnuaLRepoit bo Form 10-K
mber31f'1988.?.'i::.ss.'-. $*.«..'-. ̂ . ... • ' ' • :

,!!Iew^Atf with; die .. .:.. -1024 . .̂ Bx Sharing Agreement by and between Texas Air and Continental

10.15 -J

Schedule 13D.-dated .March..6^ 1986..filedJby,.^laM..x»uiwiui;uic ,.. ..,•«»«•. —*•*miain^<^*imnyii
r^j^m '̂!i^^^ '̂̂  and other subsidiaries of

; 1985, JunongTexas Air r Texas Air .dated January1,1988^m»^rated by reference from
;jeedaJn/tiiembeBij^4te^c«id <rf :Duiectoo ̂ f,Con^^ to Continental's Annual Report on Form 10-K for die

:..j-s^^^u:̂ ^^^^^^S^^g*s^^^£isfe"
^Agreement dated Jttnjwy^tl990;among Ekctronic Data

nys
. ̂ Eastern wiiL die.
-rlndemnity 'Agreement dated as

t (No. 33-8636) filed by lens Air and:^"- • ' - ' '
!ivi986, among

Texai Air and certain.duectors*brP^ple.Expreu^duded.as
'- - : :" *~*!**"'-" •'

r. _:*ctjUi'-

10.17

10.18
.Association, International as approved1 by the ALPA Management
Executive Council on January 31,119M and by die ALPA member-
ship on February 19,.i984-incorporated by reference from Exhibit
4.11-A to Eastern's Registration Statement No. 2-88302.

10.19(a)-Copy of Letter of Agreement between Eastern and The Air Line
Pilots in die service of Eastern as represented by ALPA executed
October 14,1985 (Document No. Vti)-incoipotaxed by reference
from Exhibit 10.3A filed with Eastern's Quarterly Report on
Form 10-Q for the quarter ended September 30,1985 (die "Eastern
September 1985 10-Q").

.

•. • ContinentavEastern and David L Shapiro dated Fcbniary 28,1990-
- incorporated by reference from Exhibit 10.9 to Easterns Annual
•Report on Form 10-K for the year ended December 31,1989. •

1018 -Purchase Agreement dated Jnae^ 1989. between The Boeing
Company and Continental-incorporated by reference to
Exhibit 10.14 to Amendment No. 3 to Continental's Form S-l Regis-

"tration Statement (No. 33-303()i)*- : "
1029 -Purchase Agreement dated November 16, 1989, between AVSA,

SARJL and Continental-incorporated by reference to Exhibit 10.11
to Continental's Annual Report on Form 10-K for die year ended

. December 31,1989.**
11.1 -Statement Regarding Computations of Per Share Earnings (Loss)

(filed herewith).
11.2 -Statement Regarding Computations of Ratios of Earnings to Fixed

Charges (filed herewith).
22.1 -List of Subsidiaries of Texas Air (filed herewith).
24.1 -Consent of Arthur Andersen & Co. (filed herewith).
25.1 -Powers of Attorney executed by certain directors and officers of

Texas Air (filed herewith).

*Continental has received confidential treatment for a portion of this agreement.
**Continental has requested confidential treatment for a portion of this

agreement.
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TEXAS AIR CORPORATION
Three Allen Center

333 Clay Street, Soft* 4040
Houston, Texas 77002'

(713)658-9588

PROXY STATEMENT*
1990 ANNUAL MEETING OF STOCKHOLDERS

TO BE HELD JUNE 6,1990

This statement is furnished in connection with the solicitation by and on behalf of the Board of
Directors of Texas Air Corporation, a Delaware corporation (the "Company" or "Texas Air"), of
proxies to be used at the 1990 Annual Meeting of Stockholders of the Company or any-adjournment
or adjournments thereof (the "Meeting**), to be held at the Wyndham Warwick, 5701 Main Street,
Houston, Texas, on June 6,1990, at 2:30 P.M. (Central Daylight Savings Time), for the purposes set
forth in the accompanying Notice of 1990 Annual Meeting of Stockholders.

The Proxy

Stockholders giving proxies may revoke them at any time before they are voted by notifying the
Secretary of the Company in writing of such revocation. Any such revocation must be received prior
to the Meeting to be effective. If a stockholder who has signed a proxy attends the Meeting in person,
such stockholder may withdraw his proxy by notifying the Secretary and may vote personally on all
matters brought before the Meeting. If a proxy is signed properly by a holder of common stock. S.01
par value per share (the "Common Stock**), a holder of 6.50% Redeemable Cumulative Junior
Preferred Stock. S. 10 par value (the "6.50% Preferred Stock"), or 12% Redeemable Cumulative Junior
Preferred Stock. S.10 par value (the "12% Preferred Stock**), and is not revoked, it will be voted at
the Meeting in the manner specified on the proxy or. if no manner is specified, it will be voted "FOR**
:he election of non-preferred stock directors (the "Non-Preferred Stock Directors") nominated by the
Board of Directors (Proposal 1). "FOR** Proposal 4. and "AGAINST"* Proposals 5 and t>. In addition,
if a proxy is signed properly by a holder of 6.50% Preferred Stock or 12% Preferred Stock and is not
revoked, it will be voted at the Meeting in the manner specified on the proxy, or. if no manner is
specihed. it will be voted -FOR" the election of the directors (the "6.50% and 12% Directors")
nominated by the Board of Directors to represent the o.50% Preferred Stock and 12% Preferred Stock
together as a class (Proposal 2). If a proxy is signed properly by a holder of 634% Cumulative
Convertible Junior Preferred Stock, par value $.10 per share (the "6%% Preferred Stock") and is not
revoked, it wiil be voted at the Meeting in the manner specified on the proxy or. if no manner is
specihed. it will be voted -FOR" the election of directors (the "6Mb Directors") nominated by the
Board of Directors to represent the b^% Preferred Stock (Proposal 3). Holc'rs of Common Stock
and Class A Common Stock are not entitled to vote on Proposals 2 or 3. holders of 6.50% Preferred
Stock and 12% Preferred Stock are not entitled to vote on Proposal 3 and holders of 6Ji% Preferred
Stock are only entitled to vote on Proposal 3.

The Company will bear the costs of the solicitation of proxies. In addition to the solicitation of
proxies by mail, proxies may also be solicited by telephone, telegram and personal interview by regular
employees and directors of the Company, none of whom will receive additional compensation
therefore and by Morrow & Co.. which the Company has retained to assist in the solicitation of

* Unless otherwise indicated, the information set forth herein reflects information available up to
and including January 31. 1990.



Stock") are entitled to notice' of and to vote at the Annual Meeting with respect to all Proposals other
than Proposal 3 and,, with. respect to Proposal 2 only, holders of 6.50% Preferred Stock and 12%
Preferred Stock vote together as a class. Holders of record at the close of business on April 1 3, 1 990
of the Company's 6%% Cumulative Convertible Junior Preferred Stock are entitled to notice of and
to .vote as a class at the Annual Meeting with respect to Proposal 3 only.

The Proxy Statement and form of Proxy are enclosed.

By Order of the Board of Directors,

CHARLES T. GOOLSBEE
Secretary

Houston, Texas
May 7, 1990

We urge you to sign and date the enclosed Proxy and return it promptly by mail in the enclosed
envelope, whether or not you attend the meeting in person. No postage is required if mailed in the
United States. If you do attend the meeting in person, you may withdraw your Proxy and vote personally
on all matters brought before the meeting.



proxies for a fee estimated not to exceed $7,500 plus reasonable out-of-pocket expenses. Arrangements
will be made with brokerage houses and with other custodians, nominees and fiduciaries to forward
proxy soliciting material to beneficial owners. The Company may reimburse persons holding stock
for others in their names or as nominees for their reasonable out-of-pocket expenses in sending proxy
material to their principals and obtaining their proxies.

This Proxy Statement and the accompanying proxy, together with a copy of the Company's 1989
Annual Report, are being mailed to stockholders on or about May 9,1990.

Record Date and Voting Securities

The Board of Directors has fixed the close of business on April 13,1990 as the record date (the
"Record Date") for the determination of stockholders entitled to notice of and to vote at the Meeting.
At the close of business on the Record Date, the Company had outstanding and entitled to vote
40,271,539 shares of Common Stock, 2,040,000 shares of Class A common stock, par value $.10 per
share (the "Class A Common Stock"), 5,121 shares of 6.50% Preferred Stock, 5,655 shares of 12%
Preferred Stock, and 6,000,000 shares of 6%% Preferred Stock..

All of the shares of 6.50% Preferred Stock and 12% Preferred Stock are held by First Fidelity
Bank, National Association ("First fidelity"), as depositary, and First Fidelity has issued depositary
preferred shares representing the 6.:-0% Preferred Stock (the M6.50% Depositary Preferred") and the
12% Preferred Stock (the "12% Depositary Preferred"). The 6.50% Depositary Preferred and the 12%
Depositary Preferred are collectively referred to herein as the "Depositary Preferred Shares." Each
share of 6.50% Depositary Preferred and 12% Depositary Preferred represents Xooo of a share of 6.50%
Preferred Stock and 12% Preferred Stock, respectively.

By the terms of the deposit agreements with First Fidelity pursuant to which the Depositary
Preferred Shares were issued, holders on the Record Date of Depositary Preferred Shares are entitled
to receive notice of the Meeting and to instruct First Fidelity as to the exercise of the voting rights
pertaining to the amount of 6.50% Preferred Stock and 12% Preferred Stock represented by such
holder's Depositary Preferred Shares. First Fidelity must abstain from voting any of the 6.50%
Preferred Stock and 12% Preferred Stock for which it receives no instructions from holders of the
Depositary Preferred Shares. At the close of business on the Record Date. 5.120.756 shares of 6.50%
Depositary Preferred and 5.654.788 shares of 12% Depositary Preferred were outstanding and entitled
10 direct the vote of the 6.50% Preferred Mock and 12% Preferred Stock on ail matters on which the
6.50% Preferred Stock and 12% Preferred Stock are entitled to vote.

Each share of Common Stock and 6%% Preferred Stock entitles the holder thereof to one vore
on ail matters on which holders of Common Stock or 6V4% Preferred Stock, as aop'tcabie. are entitled
:o ote and each share of Class A Common Stock entitles the holder thereof to ten on all matters
on vvhich holders of Class A Common Stock are entitled to vote. Each share of c . J% Depositary
Preferred entities the holder to direct one-twentieth of a vote on all matters on which holders of 6.50%
Preferred Stock are entitled to vote and each share of 12% Depositary Preferred entitles the holder to
direct one-tweifth of a vote on all matters on which holders of 12% Preferred Stock are entitled to
vote. The holders of Common Stock. 6.50% Preferred Stock and 12% Preferred Stock, voting together
as a single class, are entitled to elect one-quarter of the number of Texas Air's directors (the "Common
Stock Directors") to be elected at each meeting held for the election of directors (rounded, if necessary,
to the next higher whole number, but excluding the 6.50% and 12% Directors and the 6%% Directors).
and the holders of Common Stock. Class A Common Stock. 6.50% Preferred Stock and 12% Preferred
Stock entitled to vote, voting together as a single class, are entitled to elect the remaining Non-
Preferred Stock Directors. In addition, each class of the Company's voting securities has certain
rights to a class vote on matters particularly affecting such class, including election of additional
directors, as described below. The Company's Certificate of Incorporation does not provide for
cumulative voting.



The Company's Certificate of Incorporation provides that whenever dividends on the Company's
6.50% Preferred Stock and 12% Preferred Stock have not been paid in an amount equivalent to six
full quarterly dividends-thereon, the number of directors constituting the Board of Directors shall be
increased automatically by two and the holders of the 6.50% Preferred Stock and 12% Preferred Stock,
voting together as a class, shall be entitled to elect two directors to fill such positions. In addition, in
Che event that the Company fails to pay six quarterly dividends on the 6%% Preferred Stock, the
Certificate of Incorporation similarly provides for an additional increase by two in the number of
directors constituting the Board of Directors and the exclusive right of the holders of 6%% Preferred
Stock to elect such directors. Effective April IS, 1990, the Board of Directors had not declared
dividends on any of these series of preferred stock for six quarters and, accordingly, the size of the
Board of Directors automatically increased by four. The Board of Directors has nominated for
election to these positions two 6.50% and 12% Directors and two 6%% Directors, to be voted upon
by the 6.50% Preferred Stock and 12% Preferred Stock together as a class, and the 6%% Preferred
Stock as a class, respectively. The right of the holders of each of these series of preferred stock to
elect such directors will continue until such time as all dividends on their respective series of preferred
stock accumulated to the last dividend payment date are paid in full, or declared or set apart in trust
for payment, at which time the right to elect such directors will terminate, the number of directors
constituting the Board of Directors will be reduced accordingly and the term of office of such directors
will terminate. Subject to such earlier termination, the 6.50% and 12% Directors and the 6V<%
^Directors will hold office until their successors are elected.

On June 9,1988, the Board of Directors of the Company adopted a Stockholder Rights Plan (the
"Rights Plan") designed to preserve long-term values and protect the interests of its stockholders from

'stock accumulations and other abusive tactics designed to acquire control of the Company without
an offer of fair value to all stockholders. Under the Rights Plan, each stockholder at the close of
business on June 29, 1988 received a dividend distribution of one right ("Right") for each share of
Common Stock held and one-half Right for each share of Class A Common Stock held. Each Right
entitles the holder, under certain conditions, to purchase from the Company a unit ("Unit") consisting
of one two-hundredth of a share of a new class of Series A Junior Participating Preferred Stock, par
value S. 10 per share, of Texas Air at an exercise price of S60 per unit, subject to adjustment. The
Rights are not exercisable at the present time and only become exercisable under certain limited
circumstances. The Rights are redeemable by Texas Air under certain conditions at a price of S.01
per-Right and expire on June 29.1998. ' -

••:••;. . .:••*•::;/••• • :•:--.- - . - • • • ' . - • • • - • * . . • • • • • • . - , . v : - i t . • • • :
: • Each share of Class A Common Stock is convertible, at the ootion of the holder, into one-half of
a share of Common Stock. In addition, the Company has the option to convert each share of Class
A Common Stock into one share of Series C Convertible Preferred Stock (the "Series C Preferred
Stock"), at seven year intervals, -commencing in 1992. and in the event Francisco A. Lorenzo should
reduce his ownership of Jet Capital Corporation ("Jet Capital**) below 30% or should die. See
"Principal Stockholders/' The Class A Common Stock is not transferable, except under certain limited
circumstances. In addition, in connection with the issuance of Class A Common Stock. Texas Air
and Jet Capital entered into an exchange agreement (the "Exchange Agreement"), pursuant to which
Jet Capital is prohibited from voting in tavor of any mergers, acquisitions or similar transactions
unless such transaction is approved by a majority of the directors of the Company uriifiliaied with
Jet Capital. See also. "Election of Directors."

The Series C Preferred Stock (which is reserved for issuance upon conversion of the Class A
Common Stock and no shares of which are currently outstanding) would be entitled to one vote per
share and would be convertible into one-half of a share of Common Stock. In addition, the affirmative
vote of a majority of the outstanding shares of Series C Preferred Stock, voting as a separate class,
would be required to approve any merger or consolidation involving the Company, any sale or
conveyance of all or substantially all of the assets of the Company, any reorganization or reclassiftcation
of shares of the Company's capital stock or the liquidation of the Company.



PRINCIPAL STOCKHOLDERS

The following table sets forth certain information as .of April 13,1990, with respect to persons
owning beneficially (to the knowledge of the Company) more than five percent of any class or series
of the Company's voting securities. The table also'sets forth the respective general voting power of
such persons:

NametndAddrasof
BeaeftdalHotdm

Jet Capital Corporation
10 Rockefeller Plaza
New York, New York 10020

Scandinavian Airlines System........
Frosundaviks Alle 1 Sola
S-161 87 Stockholm, Sweden

Anmntand
Natvcof

Title of Class

Class A
Common

C -ftttt fflftfl

Massachusetts Financial
Services Company......... . 12% Depositary
500 Boylston Street Preferred
Boston, Massachusetts 02116

PaineWebber Incorporated 6?4% Preferred
1285 Avenue of the Americas Stock
New York, New York 10019

J. P. Morgan & Co. Incorporated 6%% Preferred
23 Wall Street Stock
New York. New York 10015

Mark Schwarzman. Inc. 6V4% Preferred
475 Steamboat Road Stock
Greenwich. Connecticut 06830

OwaefihWl)

2,040,000
100,000(4)

3,933,000

425,000

1,776,700

1,255,920

406.200

of
Claud)

100.0%
*<4)

General
Votiig

PttwtfQ)

33.3%

9.8% 6.4%

7.5%

29.6%

20.9%

6.8%

(5)

(6)

(6)

(6)

* Less than 1%.

(1) Unless otherwise indicated, each entity has sole voting and dispositive power.

* 2) In the case of the Common Stock, the 12% Depositary Preferred and the 6%% Preferred Stock,
these percentages are calculated by dividing the number of shares in the "Amount and Nature of
Benenciai Ownership" column by 40.271.539, 471.232 and 6.000.000 shares, respectively, of the
Common Stock, the 12% Depositary Preferred and the 63/i% Preferred Stock outstanding on April
13. 1990 (excluding securities held by or for the account of Texas Air or its subsidiaries).

: 3) Computed on the basis of 40.271,539 shares of Common Stock. 256.038 votes for shares of '
Depositary Preferred. 471.232 votes for shares of 12% Depositary Preferred and 20.400.000 •• •.
:br shares of Class A Common Stock outstanding on April 13. 1990. Does not include power ?
elect Common Stock Directors, as to which holders of Common Stock. 6.50% Preferred Sto...
and 12% Preferred Stock are entitled to vote together as a separate class.

i4) Does not include 1.020.000 shares of Common Stock issuable upon conversion of the Class A
Common Stock. If these shares were included. Jet Capital's percentage ownership of Common
Stock and its general voting power would be 2.8%.

(5) Entitled to less than 1% of the General Voting Power of shares of Common Stock, Class A
Common Stock. 6.50% Depositary Preferred and 12% Depositary Preferred voting together and
entitled to 4.87% of the voting power of the 6.50% Depositary Preferred and the 12% Depositary
Preferred voting together as a single class for the election of the 6.50% and 12% Directors.

(6) The 63/4% Preferred Stock does not vote generally with the Common Stock, the Class A Common
Stock, the 6.50% Preferred Stock and the 12% Preferred Stock, and has one vote per share fc; all
matters on which the 6J/4% Preferred Stock is entitled to vote.



Jet Capital is a holding company whose principal assets are securities of the Company. Francisco
A. Lorenzo, Chairman of the Board, Chief Executive Officer and President of the Company, is
Chairman of Jet Capital and, as of April 13, 1990, owned 1,930,500 shares of Jet Capital Class A
common stock (the "Jet Class A"), which has five votes per share, and 390,000 shares of Jet Capital
common stock (the "Jet Common"), which has one vote per share. This ownership entitled Mr.
Lorenzo to exercise 48.7% of the general voting power of such outstanding stock. The Jet Class A is
subject to significant restrictions on transfer, but is convertible at the option of the holder on a share-
for-share basis into Jet Common, which is freely transferable. The dividend and liquidation rights
of both classes are comparable.

ELECTION OF DIRECTORS

Fora description of the procedural provisions in the Company's Bylaws relating to the nomination
of directors by stockholders, see "Other Matters.*1 The nominees set forth in Proposals 1, 2 and 3
have been nominated by the Board of Directors. Pursuant to the Bylaws of the Company, the deadline
for nominations by stockholders has passed.

It is the intention of the persons named in the enclosed form of proxy, unless otherwise instructed,
to vote such proxy for the election of each nominee named in Proposals 1, 2 and 3, as applicable, to
hold office until the next Annual Meeting of Stockholders and until his respective successor has been
duly elected and has qualified (or, in the case of the 6.50% and 12% Directors and the 6%% Directors,
until their earlier termination as discussed under "Record Date and Voting Securities.") Management
does not contemplate that any of the nominees will become unavailable for any reason, but if that
should occur before the Meeting, proxies will be voted for another nominee or nominees to be selected
by the Board of Directors of the Company.

The tables set forth in Proposals 1.2 and 3 show, with respect to each nominee, (i) his name and
age. (i i) the period, if applicable, that he has served as a director of the Company (and if service to
the Company is indicated prior to June 1980. of its predecessor. Texas International Airlines. Inc.).
(iii) all positions and offices with the Company and its two principal airline subsidiaries. Continental
Airlines. Inc. (including its predecessors. "Continental**) and Eastern Air Lines. Inc. (-Eastern**),
currently held by each such nominee and his principal occupation over the last live years (including
other directorships .and business experience), and (ivi the standing committees, if any. of the Board
of Directors or \vhich he is a member.

There is no family relationship between any of the nominees for director or executive officers.
Pursuant to ihe Exchange Agreement. Jet Capital has agreed to use its best efforts, to the exient
permitted h Delaware law. including the use of its voting power, if necessary, to cause Texas Air to
have at ail times no less than three directors, each of whom is neither an officer or employee of Texas
Air. nor an officer, director, employee or stockholder of Jet Capital.

Other than as set t\ h below, -nere are no other known arrangements or understandings between
any nominees for director or exec jtive officer and any other person pursuant to which any of the
nominees for director or executive officers were selected as an officer or nominees for director.

Jan Carlzon is President and Chief Executive Officer of Scandinavian Airlines System rSAS**).
On October 4. 1 ^88. SAS and the Company entered into a global air carrier agreement, providing for
broad-based cooperation between SAS and the Company's air carrier subsidiaries. In connection with
the foregoing. SAS and the Company also entered into a Stoci Purchase Agreement, pursuant to
which, among oiner things, the Company consented to the purchase by SAS of up to an aggregate of
9.9% of the outstanding shares of Common Stock and agreed, at least through the hfth anniversary
of the date thereof, in the event that SAS acquired at least 7.5% of the outstanding shares of Common
Stock, to appoint to the Board of Directors of the Company, a person selected by SAS. Pursuant to
such agreement. Mr. Carlzon was elected to the Board of Directors in January 1989.



NON-PREFERRED STOCK DIRECTORS
(Proposal Ion the Proxy Card)

At the meeting, 10 Non-Preferred. Stock Directors are to be elected to hold office until the next
Annual Meeting of Stockholders and until their respective successors have been duly elected and have
qualified. Messrs. Handmaker, Hickey and McCormick have been designated as Common Stock
Directors and are to be elected by the holders of the Common Stock, the 6.50% Preferred Stock and
the 12% Preferred Stock, voting together as a'class. The remaining seven Non-Preferred Stock
Directors are to be elected by the holders of the Common Stock, the Class A Common Stock, the
6.50% Preferred Stock and the 12% Preferred Stock, voting together as a single class.

Prior to April 15,1990, the number of members constituting the Board of Directors (the "Non-
Preferred Stock Board*1) was fixed at 11. In accordance with the Certificate of Incorporation, on
April 15,1990, the size of the Board of Directors automatically increased by four to provide for two
6.50% and 12% Directors and two 6?4% Directors (collectively, the "Preferred Stock Directors"). (See
"Record Date and Voting Securities".)

On May 7, 1990, the Board of Directors resolved to reduce the number of the Non-Preferred
Stock Directors by one (from 11 to 10). Accordingly, a total of 14 directors will be elected at the
Annual Meeting of Stockholders and will comprise the entire Board of Directors, including four
Preferred Stock Directors and 10 Non-Preferred Stock Directors (including three Common Stock
Directors). .

Name and Ate Committee Memberships
\

FRANK BORMAN. age 62 Director and Vice Chairman of the Board since
1986; Chairman of the Board and Chief Executive
Officer (December 1976 to June 1986) and Presi-
dent (December 1976 to September 1985) of
Eastern1; Director of the Home Depot. Inc. (retail
building products). Atlanta. Georgia; Director of
Outboard Marine Corporation (outboara
motors), Waukegan, Illinois; Director of Thermo
Instruments Systems. Inc. (a subsidiary of
Thermo Electron Corporation); Chairman of the
Board. President and Chief Executive Officer of
Patlex Corporation (technology licensing). Las
Cruces. New Mexico; Trustee of the National
Geographic Society; Chairman of Audit Commit-
tee and member of Affiliated Transactor Com-
mittee.

JAN CARLZON. age 48 Director since 1989; President and Chief Executive
Officer (since 1981) of Scandinavian Airlines
Group (airline and related travel services). Stock-
holm. Sweden: Director of Linjeflyg (dpmestic
Swedish airline. 50% owned by Scandinavian
Airlines Group), Stockholm. Sweden: Director of
Enator (computer and electronic systems). Stock-
holm. Sweden: Director of Pronator (real estate
and finance), Stockholm. Sweden: Director of
Fondkommission (stock brokerage), Stockholm.
Sweden: member of Affiliated Transactions Com-
mittee.



Name and Age

ROBERT J. CARNEY, age 49.

I. H. HANDMAKER, age 81

A. THOMAS MICKEY, age 49.

Committee Memberships

Director since 1972; Chairman and Director (since
1 984) of Vacation Publications, Inc. (travel maga-
zines), Houston, Texas; Director and President
of Jet Capital (1969 to March 1986); member of
Audit Committee.

Director since 1967; Investor, Tucson, Arizona;
Director of MEI Diversified Inc. (snack and
health food distributor), Minneapolis, Minneso-
ta; Consultant to General Trading Company,
Lakeville, Minnesota; member of Audit Commit-
tee and Affiliated Transactions Committee.

Director since 1972; Investor, Los Aneles, Califor-ngee
Com

FRANCISCO A. LORENZO, age 49

JANFORD E. McCORMICK. age 58

nia; member of Audit Committee, Compensation
Committee and Affiliated Transactions
Committee.

Director since 1972; Chairman of the Board (since
December 1985), Chief Executive Officer (since
June 1980) and President (June 1980 to Decem-
ber 1985 and since June 1986); Chairman of the
Board and Chief Executive Officer (March 1982
10 December 1988) and President (September
1983 to April 1984 and July 1987 to January
1988) and Director (since November 1981) of
Continental; Chairman of the Board and Director
(since October 1 986) of Eastern'; Chairman of the
Board and Director (since 1969) of Jet Capital;
member of Executive Committee.

Director since 1981; Investor. Houston. Texas;
President (since November 1988) of MetFuel.
Inc.. Houston. Texas: President (since November
! 987) of McCormick Resources. Inc.. Houston.
Texas: President and Chairman of the Board
(January 1984 to June 1985) of McCormick Pro-
duction Company, general partner of McCormick
011 & Gas Partnership (oil and gas production).
Houston. Texas: President and Chairman -of the
Board (1969 to April 1984) of McCormick Oil &
Gas Co. and its affiliates (oil and gas exploration
and production). Houston. Texas: Director of
Texas Medical Center (oversight of Medical
Center properties ar i their operations). Houston.
Texas: Director. C netra Oil Co.. Ft. Worth,
Texas: Director. .>ienii 'Collection. Houston.

. Texas: member of Compensation Committee.



: . N»me«ndAge Committee Memberships

CARL R. POHLAD, age 74 -. Director since 1967; President and Director (since
prior to 1982) of the Marquette Bank Minneapo-
lis, N.A., Minneapolis, Minnesota; Director
(since March 1982) of Continental; Director

. (since March 1986) of Jet Capital; Director (since
January 1987) of Eastern1; President and Director
of Bank Shares Incorporated (bank holding com-
pany), Minneapolis, Minnesota; Chairman of the
Board and Director of MEI Diversified Inc.
(snack and health food distributor), Minneapolis,
Minnesota; Director of TGI Friday's Inc. (restau-

, rant chain), Dallas, Texas; Chairman of Executive
Committee and Chairman of Compensation

t Committee.
ROBERT D. SNEDEKER. age 47 Director since 1982; Executive Vice President and

Treasurer (since June 1989); Senior Vice Presi-
dent and Treasurer (June 1980 to December 1981
and July 1982 to June 1989); Director (since
September 1989) of Continental: Director (since
January 1987) of Eastern': Secretary, Treasurer
and Director (since 1971) of Jet Capital: member
of Executive Committee.

JAMES W. WILSON, age 61 Director since 1976: Senior Vice President (since
1979) and General Counsel and Director (since
1980) of Brown & Root. Inc. (engineering and
construction). Houston, Texas: Director (since
March 1982) of Continental: Director (since Jan-
uary 1987) of Eastern': Director (since March
1987) of Jet Capital: member of Executive Com-
mittee and Compensation Committee.

11) On .vlarch 9. 1989. Eastern filed a petition for reorganization under Chapter 11 of the Federal
Banicniptcy Code (the •'Code") in the United States Bankruptcy Court for the Southern District
of New York (the "Bankruptcy Court"). From March 9.1989 to April 18. 1990. Eastern operated
as a debtor-in-possession under the Code. On April 19. 1990. Martin R. Shugrue was appointed
by the Bankruptcy Court as Trustee over Eastern's Chapter 11 estate, and as such. Mr. Shugrue
has all the powers of the officers and directors of Eastern to manage Eastern's business during the
pendency of Eastern's Chapter 11 proceeding.

THE DIRECTORS RECOMMEND A VOTE "FOR"
THE ELECTION OF THE NOMINEES NAMED ABOVE.

Proxies will be so voted unless a contrary indication is made.



6.50% AND 12% DIRECTORS
(Proposal 7 on the Proxy Card)

At the meeting, two directors are to be elected to represent, the 6.50% Preferred Stock and 12%
Preferred Stock to hold office until the next Annual Meeting of Stockholders or until their earlier
termination, all as described under "Record Date and Voting Securities." The 6.50% and 12%
Directors are to be elected by the holders of 6.50% Preferred Stock and 12% Preferred Stock, voting
together as a single class. Of the nominees named below, one is a current member of the Texas Air
Board of Directors and the other is a former member of the Eastern Board of Directors.

Position: Business Experience;
Name and Age Committee Memberships

LINDSAY E. FOX. age 53 Founder and Chairman of Linfox Group (since
1965) (transportation company), Melbourne,
Australia; Director of Eastern1 (June 1987 to
April 1990); Chairman, Continental Internation-
al Advisory Board (November 1984 to November
1987); Director of Coles Myer Limited (retail),
Melbourne. Australia; York Trailer Holdings Pic.
(trucking manufacturer), London, England; Pre-
mier Investments Limited (investment com-
pany). Melbourne. Australia.

Mr. Fox is the owner of 15.000 shares of the 6%%
Preferred Stock.

ROBERT GARRETT :ge 53 Director from 1972 to 1974 and since 1979: Presi-
' dent (since April 1986) of Robert Garrett & Sons

' • • ' ' • : Incorporated (financial services). New York. New
••••• . York: Executive Vice President (1980 to Decem-

' •- • . ber 1985) of Security Capital Corporation (real
estate and finance). New York. New York: Senior

• . Vice President of Smith Barnev Real Estate Cor-
poration (1978 to March 1984) (real property

. . . investment and management). New York. New
York: Director of Mickelberry Corp. (advertising
ind printing). New York. New York: Direc'jr

. . of C. R. Gibson Company (producer of gi.is.
stationery and memory items). Norwalk. Con-
necticut: Director of Reich & Tang. Inc. (in vest-
ment management company). New York, New
York: member of Executive Committee and
Affiliated Transactions Committee.

;) See foot note.. under "Non-Preferred Stock Directors."."

THE DIRECTORS RECOMMEND A VOTE "FOR"
THE ELECTION OF THE NOMINEES NAMED ABOVE.

Proxies will be so voted unless a contrary indication is made.



6%% DIRECTORS .
(Proposal 3 on the Proxy Card)

At the meeting, two directors are to be elected to represent the 6%% Preferred Stock to hold office
until the next Annual Meeting of Stockholders or until their earlier termination, all as described under
"Record Date and Voting Securities.*1 the 6%% Directors are to be elected by the holders of the Wh
Preferred Stock.

Position; Business Experience:
Name and Ate Committee Memberships

JAMES A. LAWRENCE, age 36 Chairman (since March 1983) of LEK Partnership
(merger and acquisition advising business),
Boston, Massachusetts; Director (since May
1989) of Southmark Corporation (banking and
financial services), Dallas, Texas; Vice President
and Partner (July 1977 to March 1983) of Bain &
Company (management consulting firm), Boston,
Massachusetts.

GERALD TSAI, JR., age 61 Director of Primerica Corporation (financial ser-
vices) since 1982; Chairman of Executive Com-
mittee (since 1988) of Primerica Corporation:
Chairman and Chief Executive Officer. Primerica
Corporation (January 1987 to December 1988);
Vice Chairman of Primerica Corporation (June
1983 to February 1987); Director. First Gibraltar
Bank; Director. The Independent Investment
Company; Director. Montleigh Group: Director.
NAC Re Corporation: Director. National Clean-
ing Contractors. Inc.: Director. Rite Aid Corpora-
lion: Director. Sequa Corporation: Director. Uni-
versal Matchbox Group. Ltd.

Mr. Tsai is the owner of 8.000 shares 01* the 0*4%
Preferred Stock and 23.500 shares 01* the
Common Stock.

THE DIRECTORS RECOMMi \D A VOTE "FOR"
THE ELECTION OF THE NOMINE! NAMED ABOVE.

Proxies will be so voted unless a contrary indication is made.
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Security Ownership

The following table sets forth, as to each nominee-for director of Texas Air and as to all current
and two former executive officers, as of January 31,1990 (including the presidents of three principal
subsidiaries of the Company who are named in the Cash Compensation Table herein), collectively,
the "Security Ownership Executive Officer Group1*, and nominees for director of Texas Air as a group,
such person's or group's beneficial ownership of equity securities of Texas Air and Jet Capital as of
January 31,1990. The information as to each person has been furnished by him and each person has
sole voting power and sole investment power with respect to all shares beneficially owned by him,
except as otherwise indicated.

Frank Borman(7XI6).

Jan Carlzonf 1 6) ...

Robert J. Carney* 16) .

Lindsay E. Fox................................

Robert Garrettf 16).

1. H. Handmakerfl6)..:

\. Thomas Hickeyi 16) ...

James A. Lawrence.........................

Francisco A. Lorenzo

Sanlbrd E. McCormicwIb)

•~arl R. Pohlad

Robert 0. Snedeker
1 ieraid T*ai. Jr

. jmes '*'. Wiisom i3rf In

Ton Air

• Gownl
No. of %off Vottaf
Shut! ClaMU) Pow«r(2)

6.000 • •

5.000 • •

10.597 • •

0 0 0

•.984J8) •

15.000

:s.6M
0 0 0

:.J6:.343(9) f.9% 35.4%

; 3.:oo
::.ooo
I* 152(12) '

.:.•::

i

No. of
ClanA %of
Shorn Chmtf)

0 •

0

0

0 0

0 •

0

0

0 0

:. 430.500/10) 48.0%

0

5 6 3. T 50(11) 14.0%

:"3.300 •>.*%

:-:.:oo .••*

Jet Op
Capitals

OvMdBew

No. of

0

0

0

0

0

0

0

o
390.000

0

0

55.000

o
0

ttal
teek
tfldalh

GcMfal
%of VoUpj

Chaa(4) iWriS)

• •

• •

•

0 0

• •
•

0 0

"8.1% 48.7%

11.0% ".0%

0 0

%of
Capital
StecW)

•

•

•

0

•

•

o
51.3%

1) 12.5%
".4%

<)

5.1%

•il nominees ana ihe Executive
Officer Group i^4 persons) 3*J%(I4) 3.082.650(15) * 445.000 ?9.2% "0%fl5l 78.0%

Less than 1%.

11) Computed on the basis of 40.267.643 shares of Common Stock outstanding on January- 31.
: 990. plus, in each case, the number of respective shares which the person had the right to
acquire witnin 60 days of January 31. 1990. as indicated in the appropriate footnote.

12) Computed on the basis of 40.267.643 votes fir shares of Common Stock. 2S6.037 votes for
£hares or 6.50% Depositary Preferred,. 471.232 votes for shares of 12% Depositary Preferred and
10.400.000 votes for shares of Class A Common Stock outstanding on January 31. 1990. Does
not include the power 10 elect (i) Common Stock Directors, as to which holders of Common
Stock. 6.50% Preferred Stock and 12% Preferred Stock are entitled to vote together as a separate
class, ( i i ) 6.50% and 12% Directors, as to which holders of 6.50% Preferred Stock and 12%
Preferred Stock are entitled to vote together as a separate class or (iii) 6%% Directors, as to
which holders of 63A% Preferred Stock are entitled to vote as a separate class.

! 3) C. jmputed by dividing the number of shares in the "Jet Capital—Capital Stock Owned Benefi-
cially—No. of Class A Shares" column by 4.020.713 shares of Jet Class A outstanding on January
31. 1990.

(4) Computed by dividing the number of shares in the "Jet Capital—Capital Stock Owned Benefi-
cially—No. of Common Shares" column by 499,220 shares of Jet Common outstanding on
January 31. 1990.
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(5) Computed on the basis of 499,220 votes for shares of Jet Common and 20,103,565 votes for
shares of Jet Class A outstanding on January 31,1990.

(6) Computed on the basis of 4,020,713 shares of Jet Class A and 499,220 shares of Jet Common
outstanding on January 31,1990.

(7) Mr. Borman owns 1,008 shares of Eastern's 20% Participating Noncumulative Convertible
Preferred Stock (held in an Eastern employee trust), which represents less than 1% of the class.

(8) Includes 1,000 shares which are owned by Mr. Garrett's children and to which shares Mr. Garrett
disclaims beneficial ownership and for which shares he has no voting power.

(9) Includes 1,240,467 shares of Common Stock that Mr. Lorenzo had the right to acquire within
60 days upon exercise of stock options. Also includes 100,000 shares of Common Stock and
2,040,000 shares of Class A Common Stock (convertible into 1,020,000 shares of Common
Stock) beneficially owned by Jet Capital, of which Mr. Lorenzo is a principal stockholder. Mr.
Lorenzo disclaims beneficial ownership of shares held by Jet Capital. If the amounts of Common
Stock and Class A Common Stock beneficially owned by Jet Capital are excluded from these
calculations, Mr. Lorenzo owned 1,242,345 shares (including 400 shares held by members of
his family and as to which shares Mr. Lorenzo disclaims beneficial ownership) (3.1% of the
class). Also includes 1,335 shares of Common Stock held by an employee benefit plan for Mr.
Lorenzo's benefit, none of which shares may be voted by Mr. Lorenzo and all of which shares
may only be withdrawn under certain limited circumstances.

(10) Includes 88.000 shares which are owned by Mr. Lorenzo's children and as to which shares Mr.
Lorenzo disclaims beneficial ownership. If Mr. Lorenzo were to convert all his Jet Class A into
Jet Common and assuming no other conversions of Jet Class A, Mr. Lorenzo would own
beneficially 95.5% of the Jet Common and his Jet Capital voting power would be 18.0%.

i l l ) Includes 530.750 shares owned, directly or indirectly, by members of Mr. Pohlad's family and
his affiliates and as to which shares Mr. Pohlad disclaims beneficial ownership.

'. 12) Includes 99.333 shares of Common Stock that Mr. Snedeker had the right to acquire within 60
days upon exercise of stock options.

.13) In addition. Mr. Wilson has 1.669 votes for shares of 6.50% Preferred Stock and 2.100 votes for
shares of 63A% Preferred Stock, which is less than 1% of the respective classes..

> 14) Includes 1.12C.OOO shares of Common Stock beneficially owned by Jet Capital and 1.621.281
shares of Common SIOCK that cenain officers and directors had the right to acquire within 60
days upon exercise of stock options. If such shares held by Jet Capital are excluded, the nominees
for director and the Security Ownership Executive Officer Group owned 1.308.414 shares of
Common Stock (4.5% of the class) as of January 31. 1990. Also includes 5.673 shares held by
employee benefit plans for the benefit of certain individuals in the Group (including .1.335 shares
for Mr. Lorenzo), none of which shares may be voted by such individuals and all of which shares
may be withdrawn only under certain limited circumstances.

•. 15) If all nominees for director and the individuals in the Security Ownership Executive Officer
Group as a group were to convert all their Jet Class A into Jet Common and assuming no other
conversions of Jet Class A. all nominees for director and the Security Ownership Executive
Officer Group as a group would benehcially own 98.5% of the Jet Common and their voting
power would be 42.6%.

i 16) Includes 5.000 shares of Common Stock which Messrs. Borman. Carlzon. Carney. Hand maker.
Hickey. McCormick, Pohlad and Wilson each had the right to acquire within 60 days upon
exercise of stock options granted under the 1989 Stock Option Plan for Nonempioyee Directors.
(See "Texas Air Stock Option Plans—1989 Stock Option Plan for Nonempioyee Directors.**)
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Texas Air Board of Directors and Committees

Meetings of the Board of Directors are held periodically, including an organizational meeting
following the conclusion of the Annual Meeting of Stockholders. The Board may also hold special
meetings on call. The Board held nine meetings in 1989. ' .

Compensation of Directors

Directors who are not employees of the Company or any of its subsidiaries receive a monthly
retainer of $ 1,333.33 for serving as a member of the Board of Directors. The chairmen of the board
committees also receive additional annual retainers of $2,000 each. Nonemployee directors receive
$1,500 for each regular or special Board meeting and committee meeting (other than telephonic
meetings) which they attend. In addition, nonemployee directors of the Company participate in the
1989 Stock Option Plan for Nonemployee Directors (see Texas Air Stock Option Plan—1989 Stock
Option Plan for Nonemployee Directors:")

Committees of the Board

The standing committees established by the Board of Directors to assist it in the discharge of its
responsibilities are described below. The biographical information on the current directors, set forth
above, identifies the committee memberships held by each director.

The Executive Committee consists of five members, three of whom are nonemployee directors.
Its principal function is to exercise the powers of the Board of Directors in the direction of the business
of the Company when action is required between Board meetings. The Executive Committee held
four meetings in 1989.

The Audit Committee consists of four nonemployee directors. During the year, it consults with
management and the independent public accountants on matters related to the annual audit, the
published financial statements, and the accounting principles and auditing procedures being applied.
It meets with the Company's independent public accountants after year-end to discuss the results of
their audit and submits to the Board of Directors any recommendations requiring Board approval,
including the appointment of an accounting firm for the upcoming year. The Audit Committee
authorizes all audit and other professional services rendered by the accounting firm and periodically
reviews us independence. It periodically reviews the Company's system of internal accounting controls
and the Company's policies on business practices and reports on these matters to the Board of
Directors annually. The Audit Committee held three meetings in 1989.

The Compensation Committee consists of four nonemployee directors. The pr.ncipal functions
of the I'ompensation Committee are establishment of compensation and all other matters relating to
jmoiovment for corporate officers and the administration of the Company's 1979 Stock Option Plan
inti otner stock ootion and purchase plans. The Compensation Committee held five meetings in

»$*>.

The Affiliated Transaction Committee consists of five nonemployee directors who are unamliated
with Jet Car al. The principal function of the Affiliated Transaction Committee is to consider,
authorize ana approve any agreement, arrangement or transaction involving Texas Air and Jet Capital.

The Company does not have a standing nominating committee.

Attendance at Meetings

During 1989. each director of the Company attended more than 75% of the sum of the total
number of meetings of the Board and each committee of which he was a member held during the
period for 1989 during which he was a director or such a member.
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Compensation of Executive Officers

The following table sets forth information for 1989 with respect to cash compensation (including
cash bonuses) for services to the Company and its subsidiaries paid to (i) each of the five most highly
compensated executive officers of the Company (including one current and two former executive
officers of subsidiaries of the Company who are or were not officers of the Company but are listed in
the table below) as to whom cash compensation exceeded $60,000 and (ii) the 14 persons as a group
who were executive officers of the Company at any time during 1989 (including the three officers of
subsidiaries referred to above).

NttneoflidMtal PrtedpftlCftpadtfes
orNrabcrof in Which Cash

PmontiBCroap Scmd Dortof 1989 Compcnmioa (1)

D. Joseph Corr(2) —... Chairman of the Board and Director
ofContinental $ 800,028(2)

Francisco A. Lorenzo Chairman of the Board, Chief Execu-
tive Officer, President and Director
of the Company; Chairman of the
loard, Chief Executive Officer and
Jirector ofContinental; Chairman
of the Board and Director of Eastern 698,200(4)

Phil Bakes(3) President, Chief Executive Officer and
Director of Eastern 375.417(4)

Robert D. Snedeker Executive Vice President. Treasurer
and Director of the Company; Di-
rector of Continental and Eastern 345.837

Richard E. Murray Chairman of the Board, Chief Execu-
tive Officer and Director of System
One Holdings, Inc. ("System One") 261.525(4)

All executive officers as a group
114 persons) (the "Executive Officer
Group") 5.662.003N/

* 1) Does not include S17."81. S12.954 and $200.382 of relocation-related expenses reimbursed to or
paid on behalf of Messrs. Corr. Murray and the group, respectively; also does not include the
purchase by the Company of certain stock options from Mr. Snedeker and the Executive Officer
Group (see "Texas Air Stock Option Plans—1979 Stock Option Plan").

:2) Mr. Corr served as Chairman of the Board and Director ofContinental from December 1988 to
October 1989.

; 5) Effective April 20. 1990. Mr. Bakes resigned as President and Chief Executive Officer of Easier .
<4) Includes amounts said by Continental. Eastern and System One. as applicable, for st. vices

rendered to such companies.

Mr. Bakes' employment contract with Texas Air runs through August 1993 at a minimum annual
salary of 5425.000. Upon termination of his contract without cause (as defined), Mr. Bakes will be
entitled to S800.000. one-half of which is payable upon such termination and the balance in 12
installments commencing 13 months after termination. Effective April 20. 1990. Mr. Bakes resigned
as President and Chief Executive Officer of Eastern, and is currently discussing his employment with
Texas Air.

Mr. Snedeker renewed his employment contract during 1989 which currently runs through August
1993. at a minimum annual salary of $250,000. Upon termination of his contract without cause (as
denned) or upon the Company's failure to renew his contract, Mr. Snedeker will be entitled to (i)
immediate payment of an amount equal to his salary and any bonus paid for the preceding year, and
(ii) a similar amount paid in 12 installments commencing 13 months after termination. Mr. Snedeker

14



was appointed Executive Vice President of the Company in June 1989. Another member of the
executive officer group renewed his employment contract during 1989 on terms and conditions similar
to Mr. Snedeker's.

Effective January 1,1986, Mr. Lorenzo and the Company entered into an employment agreement
having an initial term of seven years. The agreement is automatically extendable so that the term
will at all times be at least five years unless the Company or Mr. Lorenzo elects not to extend. The
agreement provides for (i) a salary of $365,000 per year, increased annually by a percentage not less
than the average of the percentage salary increases received by the two next most highly paid officers
of the Company, (ii) annual bonuses equal to 1% of the Company's consolidated net income to
$25,000,000 and 0.5% of the Company's consolidated net income from $25,000,000 to $100,000,000,
and (iii) a $ 1,000,000 life insurance policy payable to Mr. Lorenzo's beneficiaries. In most instances
of termination of Mr. Lorenzo's employment, Mr. Lorenzo will be entitled to receive his salary and
certain bonuses for the remainder of the term of the agreement. The agreement provides that following
termination of his employment Mr. Lorenzo shall not compete with the Company during such period
as he receives payments pursuant to the agreement. .The agreement provides that it will be binding
upon any corporation into which the Company merges or to which the Company sells all of its assets.
In addition, Mr. Lorenzo has a Family Protection Agreement with Texas Air, which provides that
upon the death of Mr. Lorenzo while employed, his beneficiary will be paid 50% of his salary for 10
years, adjusted for increases in the cost of living. Mr. Lorenzo is also covered under a deferred
compensation arrangement approved by the Board of Directors pursuant to which approximately
S570.300 of deferred compensation has been accrued since inception of this arrangement in 1983
(S152.615 of which deferred compensation was accrued in 1989). Under the arrangement, the deferred
compensation would be paid to Mr. Lorenzo in the event of the termination of his employment or to
his beneficiary in the event of Mr. Lorenzo's death.

Texas Air Stock Option Plans

Option Grants and Exercises. The following table shows, for those executive officers named in
the table and the individuals in the Executive Officer Group, information with respect to stock options
granted under the Texas Air Stock Option Plans during the periods indicated.

Francisco A. Phil D.Joseph
Lorenio Bakes<2) Com 3)

Granted January i. ] 989—
January 31. 1990:
' umoer or'options* 1) 500.000 50.000 650.000

• eighted averaee per share
.\\erciseDrceT S II.S75 S 12.875 S 11.875

Exercised January \ J89—
January 31. 1990:
N umber ot" options — 27.000 130.000

Net value reaiizea of shares
(market vaiue less exercise
price)

Terminations and Cancellations
January 1. 1989—
January 31. H90:
Number of options

Robert D.
Snedeker

200.000

SI 3.9375

Richard E.
Murray

— 17.000

Executive
Officer
Group

\ 14 persons!

1.497.500

; 12.25

194.133

— S282.875 S 162.500

— 520.000

— S59.500 S 721.380

520.000

(1) Messrs. Lorenzo and Snedeker were granted options to purchase 500.000 and 200.000 shares,
respectively, at prices ranging from SI 1.875 to $15.00 per share. Upon full vesting and exercise
of these options, bonuses equal to one-half of the exercise price of the options will be paid to these
individuals, the receipt of which is subject to the fulfillment of certain conditions, including
continuity of employment.
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(2) Effective April 20,1990, Mr. Bakes resigned as President and Chief Executive Officer of Eastern.
(3) Mr. Corr served as Chairman of the Board and Chief Executive Officer of Continental from

December 1988 t o October 1989. . . .

1979 Stock Option Plan. In June 1979, the Company adopted a stock option plan (the "1979
Plan") under which shares of Common Stock could be issued to key employees of the Company and
its subsidiaries pursuant to options, including Incentive Stock Options ("ISO's") within the meaning
of Section 422A of the Internal Revenue Code and options that do not qualify as ISO's ("Non-ISO's"),
or stock appreciation rights (MSAR'sM). Options granted under the 1979 Plan may be exercisable for
a term of up to 10 years (11 years for Non-ISO's). In December 1985, the Compensation Committee
decided that all then existing and future options under the 1979 Plan would become immediately
exercisable in the event of a change in control (as defined) of the Company unless the specific option
grant otherwise eliminated or modified the applicability of this provision. In all cases, however,
options may not be exercised for at least six months from the date of grant. No SAR's have been
granted pursuant to the 1979 Plan, and the Board of Directors of the Company does not intend to do
so. The expiration date of the 1979 Plan is April 30,1995.

The 1979 Plan, which originally provided for the issuance of 300,000 shares of Common Stock,
has been amended several times since its adoption to, among other things, increase the number of
shares of Common Stock available for issuance under the 1979 Plan. The number of shares of
Common Stock currently permitted to be issued under the 1979 Plan is 6.000,000.

From January 1. 1989 to January 31, 1990, all employees other than the individuals in the
Executive Officer Group were granted options to .p- rcr ise 224.500 shares of Common Stock at a
weighted average exercise price per share of $13.33. From January 1. 1989 to January 31. 1990.
options to purchase a total of 233.272 shares of Common Stock with a weighted average exercise price
per share of S 10.22 were terminated or canceled and options to purchase a total of 167.017 shares of
Common Stock were exercised at a weighted average exercise price per share of $9.03 and an aggregate
net value realized of S902.298. with respect to all employees other than the individuals in the Executive
Officer Group. On January 31. 1990. options to purchase a total of 3.794.221 shares of Common
Stock were outstanding at a weighted average option exercise price per share of S 10.53. The options
are exercisable through October 24. 1999. There are options for a total of 2.244.667 shares ;n the
1979 Plan which, when fully vested and exercised, entitle the optionees to bonuses equal to one-naif
:he exercise pnce of the options. Messrs. Lorenzo. Bakes. Snedeker and certain members of the
Executive Officer Group have options to purchase 1.525.000. 103.000. 315.000 and 123.000 shares,
espectiveiy. at pnces ranging from 59.25 to SI5.00 which are subject to such bonuses: Three

employees who are not included in the Executive Officer Group have options to purchase 1 "8.667
shares at p ices ranging from S9.25 to S12.87?. which are subject to the bonuses. Receipt of the bonus
:s subject to the fulfillment of cemin conair is. ir -ling continuity of employment. On Seotf Tiber
i 5. 1989. Texas Air purchased 53.300 optio..s fror Snei <er for S772.03T ,. d 10*.934 o .ons
r'rom the Executive Officer Group for SI.343.452. .n each case reflecting the sprea«. between the
exercise pnce of the purchased options and S! i.875 per share, the closing price of sucn shares on the
American Stock Exchange on the trading day immediately preceding such purchase. As of January
31. 1990. approximately 200 employees were entitled to participate in the 1979 Plan. N on employee
directors of the Company are not entitled to participate in the 1979 Plan.

Texas Air 1983 Continental Stock Option Plan. On September 30. 1983. the Board of Directors
of the Company adopted, and in June 1984 the stockholders of tne .:mpany approved, the Texas
Air 1983 Continental Stock Option Plan (the "1983 Plan"). The 198. Plan provided for the grant to
key employees of the Company and Continental of options to purchase up to "50.000 shares of the
Common Stock of Continental. Options granted under the 1983 Plan become exercisable upon a
change of control (as defined) of Texas Air. Nonemployee directors of the Company are not entitled
to participate in the 1983 Plan.

On February 6. 1987. the effective date of the merger of Continental into a wholly-owned
subsidiary of Texas Air (the "Continental Merger"), each outstanding option under the 1983 Plan was
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converted into an option to purchase eight-tenths of a share of Common Stock for each share of
Continental Common Stock subject to such option, at a per share exercise price equal to 125% of the
option price of such .option. The ratio of eight-tenths reflects the ratio of the closing prices of Texas
Air Common Stock and Continental Common Stock on the last trading day prior to the date the
Continental Merger was initially proposed. From January 1, 1989 through January 31, 1990, no
options were granted pursuant to the 1983 Plan. During such period, options to purchase 36,500
shares of Common Stock were exercised by all employees other than the individuals in the Executive
Officer Group at a net value realized (market value less exercise price) of $445,170. As of January
31, 1990, options to purchase 101,430 shares of Common Stock were outstanding at a weighted
average exercise price per share of $3.98.

1989 Stock Option Plan for Nonemployee Directors. During 1989, upon recommendation by
Texas Air management, the 1989 Stock Option Plan for Nonemployee Directors (the "Directors'
Plan") was adopted and approved by stockholders of Texas Air. The Directors' Plan, provides for the
grant of options to nonempioyee directors, subject to certain conditions, at a price per share equal to
100% of the fair market value of a share of Texas Air Common Stock on the date the option is granted.
The aggregate number of shares which may be issued pursuant to the Directors* Plan is 300,000,
subject to certain adjustments. Options to purchase 225,000 shares at an exercise price of $12.50 per
share were granted in 1989 to each of the Nonemployee Directors of Texas Air, which options vest
in equal installments over five years.

Other Options
Texas Air and its subsidiaries also maintain a number of other benefit plans for employees of

Texas Air and its subsidiaries. No individual in the Executive Officer Group participates in any of
the plans described below. Under the 1982 Stock Option Plan of New York Airlines. Inc.. as of
January 31. 1990. there were outstanding options to purchase 34.915 shares of Common Stock, at
exercise prices ranging from S5.82 to SI8.22 per share (a weighted average exercise price per share of
SI6.62) with expiration dates ranging from April 1. 1992 through May 21. 1994. Such options are
held by 18 persons. Under the Eastern Air Lines. Inc. 1979 Stock Plan, as of January 31. 1990. there
were outstanding options to purchase 4.548 shares of Common Stock, at exercise prices ranging from
$32.27 to S41.bl per share (a weighted average exercise price of S33.93 per share) with expiration
cates ranging from May 20. 1990 through October 21. 1990. Such options are held by seven persons.
.. aer the 1983 Continental Airlines Corporation Stock Option Plan, as of January 31. 1990. there
were outstanding options to purchase 20.000 shares of Common Stock at exercise prices ranging from
59.85 to S1 b.2.5 per share (a weighted average exercise price per share of S13.00) with expiration dates
ranging from December 11. 1994 to December 11. 1995. Such options are held by three persons.

Continental Profit Sharing Plan
The Board of Directors of Continental in late 1983 adopted an incentive compensation plan for

ail employee .M' Continental. This plan is keyed to the profitability of Continental and provides that
a certain percentage of Continental's net profits (as defined) on a sliding scale (up to 25%) be distributed
;o employees of Continental. Fifty percent of the profit sharing contribution is 100% vested when
made and. ai the option of the employee, may be taken in cash or invested in Texas Air Common
Stock or several independently managed investment funds. The remaining 50% is invested in Texas
Air Common Stock and vests over seven years. No contribution to the Profit Sharing Plan was made
in 1989 and none is due in 1990 with respect to the 1989 year.

Continental Retirement Plan
The Continental Retirement Plan, which was adopted by Continental in 1988. subject to receipt

of a determination by the Internal Revenue Service of the plan's qualification, is a noncontributory
defined benefit pension plan. Substantially all domestic employees of Continental and certain
designated subsidiaries, other than temporary employees, are eligible to participate in the plan.
Employees hired on or after July 1. 1989 must have one year of service in order to participate.
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A participant's annual benefit commencing at or after the normal retirement age of 65 (60 for
pilots) is equal to 1.19% of the participant's final average compensation plus 0.45% of the participant's
final average compensation in excess of the average Social Security wage base, multiplied by the
participant's years of participation up to a maximum of 30 years. Final average compensation means
the participant's highest five consecutive years of compensation during the last 10 calendar years with
Continental after January 1, 1984. Compensation includes regular pay, shift differential and
gainsharing, but excludes bonuses, overtime, profit sharing distributions, severance pay, incentive or
other special forms of pay.

A participant who has attained age 50 and satisfied certain service requirements may elect to
receive an early retirement benefit of equivalent actuarial value. Participants who terminate employ-
ment before they are eligible to retire will receive benefits as described above only if they have at least
five years of service. Requirements of the Internal Revenue Code of 1986 (the "Internal Revenue
Code") may in certain circumstances limit the benefits payable under the plan to an amount which is
less than that described above. The plan permits participants to elect a reduced retirement benefit in
return for the plan's providing a death benefit to the participant's spouse in the event of the participant's
death prior to retirement. The plan also provides certain benefits in the event of a participant's
disability.

The following table represents the estimated benefits payable per year for life to employees under
the plan, assuming normal retirement in the current year, and the employee elects a single life annuity.

Years of Participation
Final Average
Compensation

5100.000

5125.000 i
5150.000
5175.000
S 200.000 and above

5

S 7.836
9.897

11.947
13.997
16.047

10

$1 5.684
19.974
23.894
27.994
32.094

:s
$-3,532
29.690
35.840
41,990
48.140

20

531.380
39,587
47.787
55.987
64.187

25

S39 228
49 484
59734
69,985
80.234

30

S47.076
59381
71 681
83.981
96.281

The values reflected in the above table represent the application of the plan formula to the
-•pecified amounts of compensation and years of participation without regard to Internal Revenue
Code maximums. Of all the executive officers in the Executive Officer Group, only -1r. Lorenzo is
.•iigible to participate in the plan. The final average compensation under the- plan .or each of the
individuals included in the compensation table set forth above is not substantially different than the
amounts set fonh in the table. Mr. Lorenzo has less than two years of participation.

ias.ern Employee Benefit Plans

Officers of Eastern (with certain exceptions) are eligible to participate in Eastern's fixed beneht
retirement plan that applies to all salaried non-contract employees . he "Non-Co:-tract Fixed Beneht
Plan"). Of all the individuals in the Executive Officer Group, only Mr. Bakes is eligible to participate
:n the Non-Contract Fixed Beneht Plan and as of December 31. 1989. Mr. Bakes had 2.2 years of
credited service thereunder. Currently, participants in the Non-Contract Fixed Be1 em Plan accrue
renetits annually of 1.65% of the first SI4.200 in Annual Earnings (as defined) pius 2% of Annual
Earnings over Si4.200. however, the Non-Contract Fixed Benefit Plan was amended effective August
:. 1989 to freeze benefit accruals through December 31. 1990.

Officers of Eastern generally are also eligible to participate in Eastern's variable benefit retirement
pian thai applies to all salaried Non-Contract Employees (the "Non-Contract Variable Benefit Plan").
Under this plan, participants are permitted to contribute up to 10% of after-tax salary to an investment
fund and to withdraw, at any time, the value of their own contributions.

Officers of Eastern are also eligible to participate in Eastern's Non-Contract Investment Plan.
Under this plan, participants can contribute to various investment vehicles up to 10% of salary on a
pre-tax basis pursuant to Section 401(K) of the Inter al Revenue Code.
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In addition to the above, officers of Eastern who retire as active Eastern officers are eligible to
receive pension benefits under the Supplemental Executive Retirement Plan ("SERF"). Annual
benefits generally accrue under SERF at the rate of 2% of an officer's average Salary of Record in the
highest three consecutive years of employment out of the final five years of employment ("Final
Average Earnings**) for each year of service as a staff officer and 3.5% of an officer's Final Average
Earnings for each year of service as a corporate officer. The annual benefits are based on the above
accruals, with SERF providing the annual benefits in excess of those provided by Eastern's Non-
Contract Fixed Benefit Plan, but are limited to 55% of the staff officer's or 62% of the corporate
officer's Final Average Earnings. SERF benefits are due and payable from Eastern on a current basis
after the officer's retirement. Participants are permitted to receive SERF benefits following an early
retirement, disability retirement or deferred retirement. Eastern stopped paying SERF benefits as a
result of its filing under Chapter 11. Participants have an unsecured claim for pre-petition accrued
but unpaid benefits.

The following table sets forth estimated total annual retirement benefits payable upon normal
retirements under Eastern's Non-Contract Fixed Benefit Plan and SERF retirement plans to officers
of Eastern in specified compensation and years-of-service classifications. These amounts are based
on a single life annuity form of payment and exclude amounts resulting from payments under Eastern's
Non-Contract Variable Benefit Plan. Officers may elect alternative annual payment methods, which
affect the amount of such annual payments.

Years of Pension Scrvfeett)
Final Average
Earninĝ  I)

S 50.000

SI 25.000
S200.000
S275.000
S350.000
S425.000
$500.000

15

S 20.625
51.563
82.500
113.438
144.375
175.313
206.250

20

S 27,500
68.750

1 10.000
151.250
192.500.
233.750
275.000

25 +

S 31.000
77.500
124.000
170.500
217.000
263.500
300.000

> I) Final A »-erage Earnings represents average Salary of Record in the highest three consecutive years
ji employment out of the last five years.

• I) Assumes that retiring officers served their entire employment as officers of Eastern, the first half
as staff officers and the second half as corporate officers. The credited years of pension service.
as of December 31. 1989. for Mr. Bakes was 2.2. Amounts shown in this chart are not subject to
any Social Security offset.

Eastern has a compensation incentive pros m for the officers of Eastern, which program wa
suspended upon the tiling by Eastern of its Chapter 11 petition. Under this compensation incentive
program, officers of Eastern are eligible for annual incentive payments that are apportioned according
:o Eastern's profitability and performance against goals and the individual officer's performance
against goals. There were no payments for 1989 under this compensation incentive program. Of the
individuals m the Executive Officer Group; only Mr. Bakes is eligible to participate in this program.
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Indebtedness of Management

The following table sets forth (i) the largest aggregate amount of indebtedness (by individual note)
outstanding during the period from January 1, 1989 to January 31, 1990, and (ii) the outstanding
indebtedness on each individual note as of January 31,1990, of the members of the Executive Officer
Group and directors of the Company who owe the Company or any of its subsidiaries in the-aggregate
in excess of $60.000.

Largest Anont

NuMudPositfoa
During Period

1/1/89 to 1/31/90

tof

on 1/31/9?

Francisco A. Lorenzo
Chairman of the Board,
Chief Executive Officer,
President and Director $ 350,000(1) $ 250,000

Robert D. Snedeker
Executive Vice President,
Treasurer and Director 69,350(2) —

250,000(3) 200,000
Charles T. Goolsbee

Senior Vice President,
General Counsel
and Secretary 1.610(2) —

::o.ooo{3) is 5.000
25.000(4) —

254.083(4) —
Roben R. Fersuson. HI

Vice President 103.500(5) 82,750

Phil Bakes
President. Chief Executive
Officer and Director of Eastern(a) 400.000(3) 400.000

108.000(6) 102.000
250.000(7) 137,700
200.000(8) 200,000

Richard E. Murray
Chairman or' the Board.
Chief Executive Officer and
Direct • or System One : 25.000(9) J.OOO

100.000(10) ; 00,000
D. Josepn Corr

Chairman oi'the Board
and Director of Conuneniaiib j 1.543.750( 11) 1.543.750

la) Effective April 20.1990. Mr. Bakes resigned as Presioent and Chief Executive Officer of Eastern.
<b) Mr. Corr served as Chairman of the Board and Director of Continental from December 1988

io October i -89.
(1) This indebtedness was incurred in 1984 and 1985 principally in connection with the acquisition

of stock and is evidenced by non-interest-bearing notes payable on demand.
12) This indebtedness was incurred in connection with the exercise of stock options, bore interest

at 9% per annum and was repaid in 1989.
(3) This indebtedness was incurred pursuant to the renewal of the executive's employment contract

and is evidenced by a note bearing interest at 3% per annum maturing in 1995. Upon termination
of employment (as defined), these notes must be collateralized. In addition, Mr. Bakes has the
option, upon termination, to amend his note to bear interest at 12.5% per annum with a maturity
date three vears from such termination.
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(4) This indebtedness, was incurred in 1989 in connection with relocation, was non-interest-bearing
and was repaid upon the sale of his previous residence.i •

(5) This indebtedness was incurred in 1986 in connection with the purchase from the Company of
Jet Class A, bears interest at 7.32% per annum and matures in 1991.

(6) This indebtedness was incurred in 1986 and 1987 in connection with relocation, bears interest
at 6% per annum and matures in 1991.

(7) This indebtedness was incurred in 1988, bears interest at 8.85% per annum and matures in
1993.

(8) This indebtedness was incurred in 1989, bears interest at 8.85% and matures in 1993.
(9) This indebtedness was incurred in 1988. is non-interest-bearing and will be forgiven upon

involuntary termination or if he remains continuously employed by System One through March
1991.

(10) This indebtedness was incurred in 1988 in connection with relocation, was non-interest-bearing
through 1988, and at 9.01% thereafter, and is payable upon the sale of his previous residence.

(11) This indebtedness was incurred in connection with the exercise of stock options, is secured by
130,000 shares of Common Stock purchased through the exercise of a stock option, is non-
recourse, bears interest at 10.5% and matures in October 1990.

Certain Transactions
Prior to April 1, 1989. certain officers of Jet Capital (none of whom were officers of Texas Air)

who performed services for Texas Air were treated as Texas Air employees. Texas Air billed Jet
Capital on a monthly basis for the salaries, employee benefits and certain overhead expenses for the
ponion of time spent by these employees on Jet Capital business as well as for services provided by
Texas Air employees to Jet Capital. During 1989, such charges from Texas Air to Jet Capital
aggregated approximately SI46.000.

Beginning on February I. .989. Jet Capital agreed, at Texas Air's request, to provide financial
advisory services to Texas Air for a monthly fee of S35.000. including financial advice and assistance
on purchase and sale transactions which Texas Air may propose or contemplate from time to time.
if Jet Capital is retained for a specific transaction. Texas Air has agreed to pay Jet Capital an additional
fee of up to ;- of 1% of the consideration paid or received by Texas Air. contingent upon successful
jdmpietion of :he proposed transaction and confirmation by the Affiliated Transactions Committee
of tr.e Texas Air Board of Directors.

.'ei Capital acted as financial advisor and provided other assistance to Texas Air and Eastern in
connection u un Eastern's proposed sale of its Air Shuttle division. For such services. Jet Capital was
?aid fees aggregating Si.050.000 in 1989. It is hot contemplated 'hat Jet Capital will be involved ;n
;ny runner transactions involving the disposition of Eastern assets.

Dunne i "*9. Texas Air guarantied loans of certain executive officers of Texas Air or its subsidiaries
:n amounts aggregating approximately S200.000. which guaranties expired in March 1989.

From time to time, the Company has made low or non-interest-bearing loans to various executive
officers in the Executive Officer Group. L'sing Texas Air's average interest cost for borrowed money
dunne N89. Messrs. Con. Lorenzo. Bakes. Snedeker. Murray and all individuals in the Executive
Officer Group saved S2.805. S10.679. S27.433. S10.340. S4.393. and $75.149. respectively, with
respect to such loans. (See "Indebtedness of Management.")

Certain Legai Proceedings

in February- 1987. a person who alleges he is a stockholder of Texas Air filed an action in the
Delaware Chancery Court, entitled Schreiber v. Bakes, et aL naming as defendants Texas Air, Jet
Capital and cenain present and former directors and officers of Texas Air (including Messrs. Carney,.
Garreti. Handmaker. Mickey. Lorenzo. McCormick, Pohlad. Snedeker and Wilson). The action
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challenges, among other things, (i) certain sales by Texas Air of shares it owned of capital stock of
Continental and New York Airlines, Inc. ("New York Air") (formerly a majority-owned subsidiary of
Texas Air and now a wholly-owned subsidiary of Continental) and certain sales of shares by CCS
Automation Systems, Inc. ("CCS"), a wholly-owned subsidiary of the Company at the time in question,
to certain of the individual defendants, (ii) loans made by Texas Air in connection with the transactions
described in clause (i) and the subsequent repurchase of such shares of New York Air and CCS by
Texas Air at a profit to such individuals, (iii) certain other loans from Texas Air to the other defendants,
and (iv) certain arrangements pursuant to which Texas Air made joint investments with Jet Capital.
In August 1989, the plaintiff in this action amended his complaint to also challenge (i) Jet Capital's
role as financial advisor to Texas Air and Eastern in connection with Eastern's sale of its Air Shuttle
division, and (ii) an agreement between Jet Capital and Texas Air relating to general financial advisory
services. The action charges, among other things, that such transactions were improper and lacked a
legitimate business purpose and seeks an accounting to Texas Air from the other defendants. The
defendants have advised Texas Air that they have valid and substantial defenses to these charges.

In July 1987, the Air Line Pilots Association' ("ALPA") filed a complaint against Eastern in the
United States District Court for the District of Columbia (the "D.C. District Court") alleging, among
other things, that Eastern, acting in concert with Texas Air, has transferred routes, aircraft, and other
assets to various other Texas Air subsidiaries in violation of the Railway Labor Act (the "RLA^). The
complaint seeks unspecified money damages and. among other things, an injunction directing Eastern
:o take all action necessary to restore the parties to their respective positions prior to the alleged
unlawful conduct. In February and March 1988. the Transport Workers Union of America (the
•TWIT) and the International Association of Machinists and Aerospace Workers (the MIAM").
respectively, filed similar actions in the D.C. District Court. These actions have been consolidated
with the ALPA action described above. The action by the IAM also includes, among others. Messrs.
Lorenzo. Pohlad. Snedeker and Wilson. Texas Air. Jet Capital and System One as defendants. The
defendants have filed a motion to dismiss the ALPA complaint or. in the alternative, for summary
judgment with respect thereto, and have filed a motion to dismiss the I AM complaint.

A shareholder derivative action, entitled Gioia v. Texas Air Corporation, et al.. was filed in the
Delaware Chancery Court in December 1987. against, among others. Texas Air. Jet Capital. Messrs.
Lorenzo. Pohlad. Snedeker and Wilson. The lawsuit, brought by a holder of several series of Eastern
^referred stock, but funded by ALPA. alleges breach of fiduciary duty of loyalty, waste of corporate
assets and breach of Eastern's Certificate of Incorporation. Plaintiff seeks, among other things. (1) an
>rder (i) temporarily restraining defendants from causing Eastern to transfer any assets to Texas Air
)T any of its subsidiaries: and (ii) rescinding the sale b.. Eastern of two computer subsidiaries, and (2)
unspecified damages and costs, including reasonable attorneys' fees. The defendants moved to dismiss
•.he complaint and plaintiffs filed a motion for a preliminary injunction. In June 1989. the defendants
removed the suit to the United States District Court for the District of Delaware.

In May 1988. Eastern and Texas Air filed a suit in the United States District Court for the
Southern District r* .Florida (the "Florida District Court") against, among others. ALPA and the I AM
alleging that the :fenrianis violated the Racketeer Influenced and Corrupt Orga; zations Act
'•'RICO"), the compara .e Florida state statute, and various aspects of Florida common law by
-•ngaging in a concerted plan to so damage Eastern that Texas Air would be forced to sell Eastern to
\LPA and the IAM at a bargain price. The suit seeks, among other things. SI.5 billion in damages
jnd an injunction against certain conduct. In July 1989. the Florida District Court denied the
jcfendants* motion to dismiss, although the defendants subsequently filed a renewed motion to dismiss
nased in pan on constitutional grounds. In September 1989. the defendants filed their answers and
asserted counterclaims against Texas Air and Eastern and named Continental. Jet Capital and. among
others. Mr. Lorenzo as additional counterclaim defendants. The counterclaim alleges that the named
parties participated in acts of mail and wire fraud, extortion and securities fraud and defamed them
• h rough statements made to Continental and Eastern employees and others. The counterclaims seek
unspecified compensatory and consequential damages, treble damages pursuant to RICO and Florida
<>iaie law. punitive damages, and attorneys' fees. Texas Air and the other defendants, except Eastern,
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which has not been served, filed motions to dismiss the counterclaims, which motions are pending.
In October 1989, ALPA and the I AM filed motions in the Bankruptcy Court to lift the automatic stay
as to their counterclaims against Eastern. In November 1989, Eastern opposed these motions and
filed an adversary complaint in the Bankruptcy Court to enter a stay to enjoin prosecution of the
Unions* counterclaims against Eastern's counterclaim co-defendants. All motions are pending.

In March 1989, a case entitled Copeland v. Eastern Air Lines, et al. was filed in the New York
State Supreme Court, County of New York, against Eastern, Texas Air, Jet Capital, System One and
Continental. The complaint alleges that various transactions between Eastern and its affiliates
constitute avoidable conveyances under the New York Debtor and Creditor law. Plaintiffs request
(i) setting aside such conveyances and transfers and appointing a receiver to take charge of such
property, (ii) an injunction restraining Eastern from engaging further in such transfers, (iii) an
injunction restraining the non-Eastern defendants from further conveyances of such property acquired
from Eastern, and (iv) damages and costs. In May 1989, the case was removed to the Bankruptcy
Court. In November 1989, the Bankruptcy Court, with the consent of the panics, permitted the
plaintiff to amend his complaint, among other things, to add ALPA as a plaintiff. In December 1989,
Eastern filed a motion to dismiss the complaint. In January 1990, the Bankruptcy Court, without
deciding Eastern's motion, enjoined further prosecution of the case until April 30,1990.

RATIFICATION OF APPOINTMENT OF ACCOUNTANTS

(Proposal 4 on the Proxy Card)

Subject to stockholder ratification, the Company's Board of Directors, upon recommendation of
the Audit Committee, has reappointed the firm of Arthur Andersen & Co.. independent public
accountants, to make an audit of the consolidated financial statements of the Company mr the year
1990. Arthur Andersen & Co. has served as independent public accountants for many years. The
Board recommends that the Company's stockholders vote MFORN said ratification. If the stockholders
do not ratify this appointment, other certified public accountants will be appointed by the Board upon
recommendations of the Audit Committee.

One or more members of Arthur Andersen & Co. are expected to be present at the Meeting with
:he opportunity to make a statement if they so desire and will be available to respond to appropriate
questions.

Vote Required for Ratification of Aopointment of Accountants

The favorable vote of c majority of the combined voting power of the Common Stock. Class A
Common SIOCK. 6.50% Preierred Stock and 12% Preferred Stock, voted in person or by proxy at the
Meeting, is necessary to ratify the appointment of the independent public accountants.

THE DIRECTORS RECOMMEND A VOTE "FOR" PROPOSAL 4. *

Proxies will be so voted unless a contrary indication is made.

STOCKHOLDER'S PROPOSAL

f Proposal 5 on the Proxy Card)

Mr. Michael Schaefer. 1 ISO Silverado. Suite 111. La Jolla, CA 92037, owner of the required
number of shares of both preferred and Common Stock, has informed the Company that he intends
to introduce the following resolution at the meeting:
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RESOLVED: "That shareholders assembled in person and by proxy urge the Board of Directors to take
such action as necessary to establish as company policy the providing of roundtrip air transportation at
the lowest fare rate quoted to the public for advance purchase with specified stayover to any shareholder
wishing to attend the Annual Meeting of our Corporation, said tickets to be paid for by the shareholder
by direct arrangements with the company or its subsidiaries, or through a travel agent, but the
shareholder to be exempt from any stayover requirement and not be subject to advance purchase of
more than IS days."

Mr. Schaefer has submitted the following statement in support of his resolution:

"It is in our company's best interest that as many shareholders as possible be able to attend
and participate or observe the conduct of our annual stockholders session. Unless meetings are
scheduled for Friday or Sunday, the Saturday-night Stayover required for "supersaver" rates is
an artificial burden to stockholders. Texas Air Corporation meetings are generally mid-week.
Since proxy material forwarded by brokers arrive sometimes only 20 days prior to a meeting, a
15 day advance booking requirement is all that should be required.

The expense to the corporation would be nominal, .and the travel by shareholders might
prove profitable, if such additional business fills seats that would otherwise be unsold.

Without advance reservation and without weekend stayover, travel from the east or west
coast to Houston. Texas, coach class, would cost almost S 1.000 total, roundtrip. Supersaver rates
start at SI98 roundtrip. Shareholders should have access to the supersaver rate of SI98. or
whatever is currently being marketed, on a space available basis. Such policy would encourage
shareholder participation in their investment, and would attract ma*.y new investors to Texas
Air Corporation. And permit current stockholders to get acquinted (sic) with our service."

"If you AGREE, please mark your proxy FOR this resolution."

Recommendation by the Board of Directors

The Board of Directors of the Company recommends that this stockholder's proposal not be
approved. The Board believes that the administrative burden that would be required to effectuate
such policy far outweighs any benerit to stockholders. Stockholders who are unable to attend the
Annual Meeting are afforded an opportunity to exercise their full voting rights by virtue of this proxy
solicitation. In addition, in an effort to enable stockholders to attend the Annual Meeting, the
Company has endeavored to hold its Annual Meeting in different areas of the country each year, to
:he extent practicable. In the last five years, the meetings have been held in Houston. Texas. New
York City. New York. Los Angeles. California and Denver. Colorado. The Company also notifies the
American Stock Exchange (which notifies brokers) of the meeting date in advance of the date of the
distribution of its Proxy Statement, and endeavors to send out its Proxy Statement as muc - in advance
of the Annual Meeting as possible. Requiring the Company to provide such air transc -rui.ion benefits
;o stockholders is unduly burdensome to administer, including problems in determining at the time
of booking a reservation, whether a person is a stockholder of record and in verifying that only
stockholders use the tickets and that such stockholders attend the meeting. Accordingly, the Board
of Directors believes adoption of this stockholder's proposal is not necessary to afford stockholders
an opportunity to attend the Annual Meeting, and would be unduly burdensome on the Company
and its subsidiaries to administer.

THE DIRECTORS RECOMMEND A VOTE "AGAINST" PROPOSAL 5.

Proxies will be so voted unless a contrary indication is made.
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STOCKHOLDER'S PROPOSAL

(Proposal 6 on the Proxy Card)

Mrs. Evelyn Y. Davis, The Watergate Office Building, Suite 215, 2600 Virginia Avenue, N.W.,
Washington, D.C. 20037, owner of 250 shares of Common Stock, has informed the Company that
she intends to introduce the following resolution at the Meeting:

RESOLVED: "That the shareholders recommend that the Board take the necessary step that Texas
Air Corporation specifically identify by name and corporate title in all future proxy statements those
executive officers, not otherwise identified, who are contractually entitled to receive in excess of
$100,000 annually as a base salary, together with whatever other additional compensation bonuses
and other cash payments were due them."

Mrs. Davis has submitted the following statement in support of her resolution:.

"In support of such proposed Resolution it is clear that the shareholders have a right to
comprehensively evaluate the management in the manner in which the Corporation is being
operated and its resources utilized.** "At present only a few of the most senior executive officers
are so identified, and not the many other senior executive officers who should contribute to the
ultimate success of the Corporation.** "Through such additional identification the shareholders
will then be provided an opportunity to better evaluate the soundness and efficacy of the overall
management."

"If you AGREE, please mark your proxy FOR this resolution.**

Recommendation by the Board of Directors

The Board of Directors of the Company recommends that this stockholder's proposal not be
approved. The Board does not believe it is in the best interests of the Company to require management
10 disclose the information requested by Mrs. Davis. The Company already is subject to and fully
jompiies with the comprehensive informational and reporting requirements of the Securities Exchange
Act of 1934 and the rules and regulations thereunder, including disclosure with respect to the five
most highly compensated executive officers and the aggregate compensation of all executive officers
as a group. The Board believes that any benefit to .stockholders from receiving information relating
10 the breakdown of salaries in the Executive Officer Group, other than for the five most highly
compensated executive officers, is far outweighed by the potential harm to the Company and such
executive officers of disclosure of this confidential and highly sensitive business information. The
Board further believes that such disclosure would not be material to the Company's stockholders.

THE DIRECTORS RECOMMEND A VOTE "AGAINST" PROPOSAL 6.

Proxies will be so voted unless a contrary indication is made.
<

OTHER MATTERS

The Company is not aware that any matters other than those mentioned above will be presented
for action at the Meeting. If any other matters do properly come before the Meeting, the persons
named as proxies will vote upon such matters in accordance with their best judgment.

Pursuant to the Bylaws of the Company, nominations for the electiog of directors may be made
by the Board of Directors. In addition, any stockholder entitled to vote for the election of directors
may nominate person(s) for election to the Board of Directors if such stockholder delivers written
notice of his intention to make such nomination. Such notice must be delivered to or mailed, postage
prepaid, and received by the Secretary of the Company at 333 Clay Street, Suite 4040. Houston. Texas
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77002. not later than 90 days prior to the anniversary date of the immediately preceding annual
Meeting, provided, that if the Annual Meeting is to be held more, than 30 days before or after the
anniversary date, of the immediately preceding Annual Meeting, or if a special meeting is to be held
such notice must be delivered or received not later than'the close of business on the 10th day following
the first public disclosure by the Company of the 'date of such meeting. Each such notice shall state:
(A) the name and address of the stockholder who intends to make the nomination and of the persons)
to be nominated; (B) a representation^at the stockholder is a holder of record of stock entitled to
vote at such meeting (or if the record date for such meeting is subsequent to the date required for
notice, a representation that the stockholder is a holder of record at the time of such notice and
intends to be a holder of record on the record date for such meeting), the/mmber and class of shares
so held, and that the stockholder intends to appear in person or by proxy at the meeting to nominate
the person(s) specified in the notice; (Q a description of all arrangements or understandings between
the stockholder and each nominee aricVJany other person(s) (naming such person(s)) pursuant to which
the nomination(s) are to be made; (D) such other information regarding each nominee as would have
been required to be included in a proxy statement filed pursuant to the proxy rules of the Securities
and Exchange Commission had each nominee.been nominated, or intended to be nominated, by the
Board of Directors; and (E) the consent of each nominee to serve as a director of the Company if so
elected.

••

The Bylaws of the Company also provide that a stockholder entitled to vote thereon may bring
business before any Annual Meeting if written notice of such stockholder's intention to bring such
business before the Annual Meeting is delivered to, or mailed, postage prepaid, and received by, the
Secretary of the Company at the address specified above within the time period described above.
Each such notice shall state: (A) a brief description of the business desired to be brought before the
meeting and the reasons for conducting such business at the meeting; (B) the name and address of
the stockholder who intends to propose such business: (C) a representation that the stockholder is a
holder of record of stock of the Company entitled to vote at such meeting (or if the record aate for
such meeting is subsequent to the date required for such stockholder notice, a representation that the
stockholder is a holder of record at the time of such notice and intends to be a holder of record on
the record date for such meeting), the number and class of shares so held, and that the stockholder
intends to appear in person or by proxy at such meeting to propose such business: and (D) any material
interest of the stockholder in such business.

A copy of the Bylaws of the Company is available by written request to the Secretary of the
Company at the above address or by oral request at (713) 658-9588.

DATE FOR STOCKHOLDER PROPOSALS

Written proposals from stockholders must be received at the address of the Company set forth
on the Notice of the Company's Annual Meeting of Stockholders by January 4.1991. for consideration
:>r inclusion in the proxy material for the Annual Meeting of Stockholders to be held in 1991.

AVAILABILITY* OF THE COMPANY'S ANNL?AL REPORT ON FORM 10-K

Upon receipt of written reqjue^tf-from.holders of the Company's securities on the Record Date,
the Company will furnish without charge to :each such stockholder a copy t./the Company's Annual
Report on Form 10-K. including financial'statements and any schedules thereto, required to be filed
with the Securities and Exchange Commission for the year 1989. Such written requests should be
addressed to:

Mr. Charles T. Goolsbee
Senior Vice President. General

Counsel and Secretary
Texas Air Corporation
333 Clay Street. Suite 4040
Houston. Texas 77002
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1
Requests from beneficial owners of the Company's securities must include a good faith represents

tion that, as of April 13, 1990, the person making the request was a* beneficial owner of securities
entitled to be voted at the Company's Annual Meeting of Stockholders.

If you do not plan to attend the Meeting in person, please, complete, sign, date and return the
enclosed proxy card promptly.

TEXAS AIR CORPORATION .

CHARLES T. GOOLSBEE
Secretary

Houston, Texas
May 7,1990
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